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an aging population

rising drug costs

growth of “lifestyle” drugs

the expansion of Medicare/Medicaid

direct-to-consumer advertising

growing demand for electronic health records

an acute shortage of pharmacists




WE'RE CREATING

A new direction in
Pharmacy Spend Management

The world of healthcare management is changing. Organizations looking for a better way
to manage their pharmacy benefit dollars have to deal with a disconnected and compiex
pharmacy supply chain while PBM and IT service providers are tasked with meeting the
needs of multiple players in a complex marketplace. Payer- and consumer-driven demands
are increasing as well and include:

e Greater transparency

¢ Better information

¢ Proactive management of pharmacy benefits

¢ Reduced costs

¢ Improved proper drug utilization

In short, payers are looking for effective Pharmacy Spend Maragement ~ the tools, technology
and services to deliver quality care while containing costs. This is SXC's expertise,

SXC's pharmacy domain expertise enables it to provide tailored solutions that address the
most diverse and complex market challenges to a broad customer base. With one foot firmly
entrenched in the healthcare IT market and the other entrenched in the PBM marketplace, SXC
is uniguely positioned to deliver The Strategic Solution for Pharmacy Spend Management™,

“The most satisfying aspect of our product suite is that they are being used by everyone from
the staff working at the PBM to the patient receiving the medication. Every participant in
the sequence of events, from the selection of a benefit provider to the actual prescription
dispensing event, is a potential user of our dalabases and/or software services.

Besides our traditional users who use our products to run their business, the patient, the
prescriber, the pharmacist, and the care-giver are using 5XC's software products to allow
them to be better informed. which ultimately maximizes their pharmacy benefits. These are
users of our preducts that we did not even consider a few years ago. The Internet has cltearly
expanded the reach of our products. and new usage paradigms promise to allow us to do
even more in the future to help control costs and assist people in making wise and effective
decisions.”

- John Romza
Executive Vice President Research and Development / CTO
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Range of PBM Services

WE SEE

An evolving marketplace

Healthcare in the public sector is
typically provided by Medicare
{coverage for those over BS or
who meet other specific criteria)
and Medicaid (healthcare for
low income individuals and
families), This market also
includes healthcare coverage for
Federal, State, and Local

Health ptans provide health
insurance, including pharmacy
penefits, to individuals and
groups. Health plans include
managed care organizations
[(MCO0), health maintenance
organizations (HMO) and
preferred provider
organizations [PPO).

Employer and union groups
provide health or disability
benefits to employees and
retirees. While some large
employers and unions
self-administer their group
health plans, most find it
necessary to contract with a
PBM for assistance in claims

government employees, as well
as employees of Canadian
Provincial Governments,

Care

A Pharmacy Benefit Manager
(PBM) is an administrator of
prescription drug programs.
They are primarily responsible for
processing and paying prescrip-
tion drug claims. They also are
responsible for developing and
maintaining the formulary,
contracting with pharmacies,
providing clinical services, and
negatiating discounts and
rebates with drug manufacturers,

| Long-Term

adjudication and payment.

Employer/
Union Groups

The {ong-term care market
includes institutional pharmacies
and facilities such as nursing
homes. Long-term care services
are oriented to help meet the
medical needs of people with a
chronic iHiness or disability who
cannot care for themselves for
long periods of time.

A LaCarte
PEM Services

ASP
Transaction Model

Private Label
PEM

License
Modet

RXClaim®

suite

Full-Service
Model

informed

®




WE'RE DELIVERING

Flexibility and Control -
A customized solution for everyone

License Model é Under this model, clients license SXC software applications, bringing
¢ management of their drug benefit plans, and of those applications, in-
' house. SXC also receives an annual maintenance fee-for-application
: upgrades and customer. support. The customer profile for the license
: model is typically: 1) a large health plan with the infrastructure to manage
¢ both drug benefit plans and IT resources in-house; 2) PBMs themselves;

3) Gevernment clients.

.......................................................................................................

The Application Service Provider {ASP) model leverages our data center
operations and RxCLAIM® transaction processing engine. Customers pay
SXC on a per transaction basis, with the fee contingent on the number of
pharmacy benefit management services they contract for. This model is
well suited to small- and mid-size PBMs and health plans.

ASP Transaction
Model

As its name indicates, this model is suited to small- and mid-sized PBMs
looking to outsource the development and maintenance of the technological
infrastructure required to deliver PBM services. SXC provides prescription
drug adjudication services via its data center along with a host of other
pharmacy benefit services, which are branded to health plan members as
the PBM’s own.

Private Label
PBM

A La Carte
PBM Service

SXC's PBM services can be sold as a complete package or on an individual
basis. The flexibility to purchase these services individually is attractive
to employer groups, government agencies and long-term care operators.
These organizations typically manage a portion of their pharmacy benefit
plans in-house, but look to SXC for outsourcing of one or more functions.

Branded as informedRx®, our full-service model enables clients to gain
complete control of their pharmacy benefit programs — with total and
complete financial transparency — and maximize cost control and quality
of care through a full range of pharmacy benefit management services.

Full-Service
Model

All of our service models and customized programs are designed
to help customers contain costs related to pharmacy benefits and
to enhance the level of care provided to their plan members.

SXC Health Solutions Corp. 2007 Annual Report



Health Plan
Case Study

Health Plan Market Drivers

Health plans are under increasing pressure to improve consumer
health and lower costs in order to stay competitive in the
marketplace. To do this, they are looking for ways to better
control their pharmacy spend while improving the effectiveness
of clinical programs offered to members. The trend toward
in-sourcing in this growing market is a result of their need to
take back control of their pharmacy offering. Health plans

need a partner that will support the implementation

of defined cost-containment strategies and clinical

programs to meet their unique goals.

Today, many health plan clients feel that the
traditional PBM business model is not flexible
enough to meet their needs. For example, instead
of a formulary developed purely to maximize
rebates, one customer felt that they could shift
pharmaceutical market share through plan design
and education. Their new, low net-cost formulary,
would allow them to have a lower overall net
drug cost. The challenge was finding a partner

to help them meet this; a role for which SXC is
ideally suited.

“Health plans today have moved away from talking
about “managed care”, the noun or name of the
industry. and a lot more about "managing care” - the
verb or action required to change behaviors of their
membership to lower costs. This can only happen by
managing pharmacy as a partner with our clients by
facilitating solutions for informed decisions.”

— Michael Meyer
SVP Sales and Marketing
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WE DELIVER

the ability to take back control
of pharmacy offerings

SXC recognizes the need for health plans to control their pharmacy offering.
Far the large plans that currently have a staff of pharmacists and pharmacy
benefit experts, SXC offers the licensed tools and technology which enable
them to increase their in-house capabilities. For mid-sized health plans,
that may have fewer internal resources, SXC offers an ASP model.

SXC’s products and services for health plans include:

¢ Pharmacy Benefit Administration

* Network Management

* Rebate/Formulary Administration

¢ Pharmacy/Member Help Desk

& Financial Management

¢ Member Communication

* Clinical Programs
- Retrospective Drug Utilization Review (DUR)
- Prospective DUR
~ Prior Authorization

SXC gives its health plan customers choices for a scalable solution. With these
solutions in place, clients have the capability and fiexibility to implement their
own unique cost-containment strategies and clinical programs. For our ASP
clients, we even offer a pathway to ownership allowing them to in-source on

a gradual basis.
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Public Sector
Case Study

Public Sector Market Drivers

Public sector organizations that provide prescription drug
benefits are faced with the daunting challenge of managing
rising drug costs with diminished budgetary resources. At the
federal level, Medicare Part D has introduced prescription drug
benefits to the Medicare program, which has sent program
costs sparing; up by 18.7% in 2006 alone, more than double
the increase in 2005* Meanwhile, State Medicaid programs

are looking to organizations to provide innovative strategic
initiatives designed to manage escalating costs without
diminishing the level of services offered.

Public sector organizations are searching for solutions
that deliver both cost-containment initiatives
while enhancing patient care. Medicaid and other
government programs are looking for PBMs and
PBM technology companies that understand

the unique public sector environment and have
the flexible platform required to accommeodate
their special needs. These organizations need a
competitive fee-for-service model with a robust
claims processing engine supported by strong
clinical and benefit design support, consultation
and knowledgeable staff.

* House Qversight and Government Reform Committee

“SXC’s capabilities, experience and products are
particularly well-suited for the needs of public sector
clients. By understanding the trust and obligations required
to manage drug spend programs supported by taxpayer's
dollars. our leadership and experience in the public sector
provides our clients with the confidence that these programs
are managed appropriately and with the best people, tools
and systems in the market.”

- Mike Bennof
EVP. Healthcare IT

\\‘




WE DELIVER

transparency, flexibility
and choice

SXC's applications and services enahle customers to: apply their benefit design
to their own unique standards with greater automation and flexibility; decrease
administrative costs without compromising service quality; and enhance
understanding of public entities’ needs for pharmacy spend management,
requirements, and regulations.

SXC’s products and services for the public sector include:
¢ RxCLAIM® for claims processing
¢ RxSERVER® to provide real-time information sharing
¢+ RxTRACK® to translate data into meaningful information
* RxMAX® to maximize rebate dollars
¢ RXEXCHANGE™ which supports e-Prescribing
* RxAUTH™ an end-to-end prior authorization management system
® Drug Information Systems to facilitate implementation of
electronic health records

SXC provides solutions to groups in the public sector in both the U.S. and Canada
that include: State Medicaid, Provincial Drug Programs, Federal Programs,
Department of Defense, Veteran's Administration, State Employees, and Medicare
Part D. SXC's fee-for-service model delivers the flexibility and transparency

of operations that is required by public sector organizations, and helps them to
control their drug program costs. Our ability to combine our tools, technology
and expertise into a custom package suits the public sector model where each
public sector client operates unique programs and requires a partner that can
interface with other vendors, and seamlessly support new requirements as needed.

SXC Health Solutions Corp. 2007 Annuat Report



Employer Market
Case Study

Employer Market Drivers

On average, premiums for family coverage in an employer-
sponsored health insurance program increased by 87% from
2000 through 2006*, affecting both employers and employees.
The rising cost of prescription drug benefits erodes margins
and directly impacts an employer's bottom line, while reaching
further into an employee’s pocketbook.

As a result, employer groups are taking a greater interest
in the management of their prescription drug plans.
As their sophistication increases, they are looking to
develop innovative consumer-directed healthcare
programs to engage their employees in making
better healthcare-related decisions. This increase

in control over the allocation of pharmacy

benefit dollars enables both the employer and
employee to save money, while maintaining a
superior level of care. For example, one SXC
employer group customer saved more than

$6.5 million in one year — on an annual drug

spend of approximately $70 million — by using

our informedRx solutions to increase generic
utilization and reduce average generic pricing.

*Source: Kaiser Family Foundation: Survey of
Employer Sponsored Health Benefits, 2001-2006

“Our informedRx business unit provides employer
groups with a wide range of products and services to
take control of their pharmacy and healthcare costs.
Qur 25 years of experience and domain expertise allows our
clients to experience the difference that SXC's Pharmacy
Spend Management brings to patient’s health and their
bottom line costs.”

- Greg Buscetto
SVP and General Manager, informedRx




WE DELIVER

full PBM services and cost-
containment strategies

informedRur is a suite of applications and services ideally suited to provide one-
stop PBM services with transparent and traditional pricing for employer groups.
SXC's products and services include:

¢ Electronic Claims Adjudication

¢ Pharmacy Network Management

* Mail Service/Specialty Pharmacy

¢ Cail Center

¢ Drug Utilization Review

¢ Clinical Services and Consulting

¢ Formulary

* Rebate Administration

* MAC Management

¢ Enrollment and Eligibility

¢ Benefit Plan Design and Management

* Reporting and Information Analysis Solutions

* Member Information Portals

SXC saves its employer clients money. informedRr delivers 100% of all
manufacturer rebates and point-of-sale discounts with full price transparency
and a la carte, fee-for-service pricing. These customers achieve a greater level
of clinical control over drug product selection, generating further savings
through initiatives, such as generic substitution programs.

SXC can enhance the quality of care for employees and their dependents
through a full range of customizable clinical management, specialty, retail
network and mail order programs. informedRx customers attract and retain
employees through innovative benefit programs that promote healthcare
involvement and provide convenient access to Web-based tools. We reduce
the burden of managing pharmacy benefit programs with simplified
administration and informed decisien support — delivering on-demand data
access and custom-designed reports.

SXC Health Seolutions Corp. 2007 Annual Report



Long-Term
Care Market

Case Study

Long-Term Care Market Drivers

The long-term care market often faces the challenge of balancing

the conflicting goals of containing healthcare costs, while maintaining
and even improving the health of nursing home residents. This is
especially significant in the new millennium, when the aging of

the baby boomers will dramatically increase the demand for a

broad array of long-term care services. The dynamics of the

nursing home facility/pharmacyfresident relationship, in

addition to regulatory restrictions governing the health,

safety and well-being of residents, drive this market’s

need for efficient pharmacy management.

Long-term care facilities - including assisted

living and skilled nursing facilities — are looking

for integrated systems that offer efficient claims
processing and adjudication services, cost-saving
clinical opportunities, census management and
business analysis capabilities. One SXC long-term

care client was searching for a solution to manage

their Medicare Part D residents across multiple
processing platforms. This client was looking for a
solution to help manage the complexities involved

in changing from one payer (Medicaid) to multiple
payers (Medicare Part A/Medicare Part D). SXC
integrated payment methodologies across their [T
environment, enabling the customer to better manage
their revenue stream and cash flow while improving the
quality of care provided to their nursing home residents.

“SXC utilizes sophisticated tools, such as RxCLAIM® and
RxEXCHANGE®, empowering our customers o interface with all
entities involved with the electronic processing of a prescription. We
then combine those tools with our highly competent analytical staff,
who create strategies to improve the healthcare of the residents
served, while lowering healthcare expense. It is this unigque
combination between technology and personal care that enables
SXC to provide our long-term care customers with unequalled care
and results.”

- Dan Hardin
SVP, Public Sector and Resident Care Management




WE DELIVER

advanced pharmacy
management solutions

SXC has been involved with complete long-term care claims processing since
2003 and understands the needs and challenges of this market. In 2007, SXC
processed more than 95 million transactions for its long-term care customers.

5XC’s products and services for long-term care include:
* RxCLAIM® for Pre- and Post-adjudication
* RxTRACK® for all reporting and tracking capabilities
® RxACT for therapeutic intervention
* RxEXCHANGE™ which supports e-Prescribing
* RxVIEW™ for real-time access to billing informatien
* Web Services for ensuring the integrity of census management
¢ Resident Care Management™ a set of Pre- and Post-adjustification tools
¢ Expected Value Billing™ a tool set to manage Part A contract compliance

The application of these solutions allow our long-term care clients to monitor
claims and validate reimbursement with the introduction of true managed care.
The flexibility and adaptability of SXC's solutions make them effective for
long-term care facilities, their pharmacy providers and their auditors.

SXC Health Solutions Corp. 2007 Annual Report
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Dear Shareholder:

In 2007, we generated solid growth in our PBM services and transaction processing segments, and
underwent an organizational re-alignment to further enhance our growth prospects and optimize

our cost structure. We believe we have a unique business model capable of servicing a broad range of
healthcare organizations, who are looking to manage their rising drug costs and deliver innovative
services to their health plan members. Our vision is to be the Strategic Solution in Pharmacy Spend
Management, and in 2008 we will continue to explore opportunities to add to our comprehensive suite
of technology and benefits-management services, and to ensure those services can be delivered in a
flexible and transparent pricing model.

Qur growth in 2007 was driven by recurring revenue, which increased 32% from 2006, and accounted
for 76% of total revenue. Our transaction processing revenue remained the engine of growth for both
recurring and total revenue, and grew 40% from 2006. All of our revenue growth was organic.

Today we are a technology-enabled Pharmacy Spend Management company with a flexible and
transparent pricing model. We offer a broad customer base — health plans, PBMs, long-term care
facilities, employer and union groups, government organizations — a comprehensive suite of tools,
technology and expertise to save money, enhance patient care and take control of their pharmacy
benefit plans. Greater control enables health plans to effectively manage pharmaceutical costs while
providing their members with enhanced patient care. [n a rapidly changing marketplace, flexibility
and control are essential.

Our ability to deliver custom Pharmacy Spend Management solutions to a variety of customer groups
begins with RxCLAIM, which is our flagship claims processing engine and the core technology that
drives our husiness. PBMs and health plans with the in-house clinical expertise and size to develop
and maintain competitive supply chain contracts might only want our claims processing and related
software services, which we can offer on either a license or ASP contract basis. However, for those
wanting additional services, such as rebate contracting, pharmacy network development, benefit plan
design, member call centers andfor clinical programs, SXC can deliver them on an a la carte basis.

With public sector organizations such as Medicaid fee-for-service plans, the states require a mix

of information technology and PBM services offered on a fully transparent basis. The needs of this
market fit hand-in-glove with our strong technology heritage and pharmacy claims processing
capabilities. By and large, the major PBMs do not compete in this market, which is an ideal fit for our
business mode! and value proposition.

In the long-term care industry, which includes institutional pharmacies and nursing home facilities,
advanced technology and clinical expertise are needed to effectively manage the revenue cycle —
including the billing of long-term care facilities — and ensure proper payment from Medicare Part D
plans. $XC has a unique and tailored set of technology and services to meet this market need, and a
strong reference customer in Omnicare, the market leader in long-term care pharmacy.

As this report goes to press, we are working to complete the acquisition of National Medical Health
Card Systems, Inc. (NMHC). We are very excited with this acquisition as it brings together the
highly complementary capabilities of SXC's PBM technology expertise and NMHC's leadership

in traditional PBM services. This combination will give us a broader and more competitive set of
technical, contracting and clinical services to offer all our customers and prospects, from those
interested only in our claims processing technology to those who seek our full-service pharmacy
henefits management approach.

SXC Health Solutions Corp. 2007 Annual Report




With our full-service informedRx® offering, the acquisition of NMHC will further enhance our ability
to offer managed care plans, employers, unions and third-party administrators (TPAs) comprehensive
clinical and utilization management strategies in a more turn-key manner. The acquisition will also
allow us to expand our service offerings to these target markets, negotiate more competitive supply
chain contracts and provide us with both mail order and specialty drug distribution capabilities, which
we can leverage to help customers in all markets reduce their pharmacy spend.

We believe that we are the only company in our industry who offers such a wide-range of products
and services, including the ability to license our technology and run it in-house. This unique and
powerful discriminator gives us the edge over our competitors.

Our strategies to achieve our growth objectives are as follows: 1) Sell our newly expanded informedRx
solution to increase penetration of our full-service PBM offering with self-insured employers, small-
and medium-sized health plans, unions and governments; 2) Target large public sector opportunities
with state Medicaid plans, and with Provincial programs in Canada; 3) Aggressively pursue large
health plan claims processing technology upgrades; and 4) Sell Resident Care Management™ offerings
throughout the long-term care market. SXC has a first-mover advantage in this market and we intend
to grow our footprint here.

To execute our strategies and achieve our vision, we have assembled a strong management team.

In 2007, we continued to build this team and added key leadership in our informedR.x business unit.

In addition, we made four appointments to the board of directors, thus adding significant healthcare
industry experience, proven leadership and a wealth of new growth-oriented contacts in both our core
and emerging target markets.

SXC is now well positioned to leverage its unique market position as the leading technology-enabled
Pharmacy Spend Management company — and the opportunities in front of us are truly exciting.
On behalf of the board of directors, thank you for your continued support and we look forward to
reporting on the progress of our plan in 2008.

Sincerely,

Gordon S. Glenn
Chairman and CEC

Mark A. Thierer
President and COQ




Operational and Financial jRightights

|
|
Operational: !

» Recognized as a Transparcney in Pharmaceutical Purchasing $|()luti()ns (TIPPS) centified
vendor by the HR Policy Association (HRPA). HRPA is made ui) ol more than 55 large
employers whe purchase pharmacy benefits on behall of mord than five million Americans.
This certification represents SXCs commitment to HRPAs slri:ngcm transparency test that
cnables employers and their beneficiaries to understand the uiuc price of a drug and help

contain their pharmaceutical spend. i
[
* Awarded a $6.9 million multi-vear contract 1o provide PBM a;nd pharmacy neiwork
services for the Department of Veterans Affairs. Health Administration Center in Denver,
I
Colorado. i
[
» Renewed a multi-year contract with MemberHealth, Inc. an i“nnovzllivc PBM and major

Medicare Part D provider. |
I

. - . . | . .
o Entered into a five-year transaction processing contract rengwal with one of our largest
customers, CatalystRx,

e Added William J. Davis, Steven D. Cosler, Anthony R. Massg and Curtis J. Thorne 1o the
Board of Directors.

Financial:
all fiqures in millions!
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Special Note Regarding Forward Looking Statements

This Form 10-K contains certain forward-looking statements, including without limitation, statements concerning
SXC Health Solutions Carp.’s operations, economic performance and financial condition. These ferward-looking
statements are made pursuant to the safe harbor provisions of the Private Securities Litigation Reform Act of 1995,
Forward-looking statements are developed by combining currently available information with SXC Health Solutions
Corp.’s beliefs and assumptions and are generally identified by the words “believe,” “expect,” “anticipate” and other
similar expressions. Forward-looking statements do not guarantee future performance, which may be materialty
different from that expressed in, or implied by, any such statements. Readers are cautioned not to place undue reliance
on these forward-looking statements, which speak only as of their dates.

These forward-looking statements are based largely on SXC Health Solutions Corp.’s current expectations and are
subject to a number of risks and uncertainties, including, without limitation, those identified under “Risk Factors” and
elsewhere in this Form 10-K, including the documents incorporated by reference. Actual results could differ materially
from results referred to in the forward-looking statements. In addition, important factors te consider in evaluating such
forward-looking statements include changes in external market factors, changes in SXC Health Sclutions Corp.’s
business or growth strategy or an inability to execute its strategy due to changes in its industry or the economy generally.
In light of these risks and uncertainties, there can be no assurances that the results referred to in the forward-looking
statements contained in this Form 10-K will in fact occur. SXC Health Solutions Corp. undertakes no obligation to, and
expressly disclaims any such obligation to, update or revise any forward-looking statements to reflect changed
assumptions, the occurrence of anticipated or unanticipated events, changes to future resulis over time or otherwise.




PART 1
THE COMPANY

ITEM 1. BUSINESS

The following description of our business should be read in conjunction with the information included elsewhere in this
Form 10-K for the year ended December 31, 2007. This description contains forward-looking statements that involve risks and
uncertainties. Our actual results could differ significantly from the results discussed in the forward-looking statements due to the

factors set forth in “Risk Factors” and elsewhere in this Form 10-K. References in this Form 10-K to “we,” “our, us,” or the
“Company,” refer to SXC Health Solutions Corp.

OVERVIEW

SXC Health Solutions Corp. (the “Company”) is a leading provider of pharmacy benefit management (PBM) services and
healthcare IT solutions to the healthcare benefit management industry. The Company’s product offerings and solutions combine
a wide range of PBM software applications, application service provider (ASP) processing and pharmacy benefit management
services, and professional services designed for many of the largest organizations in the pharmaceutical supply chain, such as
pharmacy benefit managers, managed care organizations, self-insured employer groups, retail pharmacy chains, and state and
federal government entities. The Company’s solutions are available on a license basis with on-going maintenance and support or
on a transaction fee basis using an ASP modet. The Company’s payer customers include over 70 Managed Care Organizations,
Blue Cross Blue Shield organizations, government agencies, employers and intermediaries such as PBM's. The Company’s
provider customers include over 1,400 independent, regional chain, institutional, and mail-order pharmacies. The solutions
offered by the Company’s services assist both payers and providers in managing the complexity and reducing the cost of their
prescription drug programs and dispensing activities.

Effective June 27, 2007, the Company changed its name to SXC Health Solutions Corp. (formerly Systems Xcellence Inc.)
and was continued under the Business Corporations Act (Yukon). Shareholders approved the name change and the continuance
at the annual and special meeting of shareholders held May 12, 2007. The Company’s principal executive offices are located at
2441 Warrenville Road, Suite 610, Lisle, Illinois 60532. The Company’s telephone number is 800-282-3232.

The Company conducts business in both the United States and Canada. For the years ended December 31, 2007, 2006 and
2005, the Company recognized revenues of $89.2 million, $78.7 million and $53.0 million, respectively, from the United States.
Revenues from Canada for the same periods were $3.9 million, $2.2 million and $1.1 million, respectively.

On February 26, 2008, the Company announced that it had entered into a definitive agreement to acquire National Medical
Health Card Systems, Inc. (*“NMHC”). Pursuant to the merger agreement, Comet Merger Corporation, a newly-formed, wholly-
owned subsidiary of the Company, has agreed to commence an exchange offer to acquire all of the outstanding shares of common
stock of NMHC, The purchase price will be funded with a combination of cash and the Company’s stock, resulting in an
estimated transaction vatue of, as of February 25, 2008, $143 million, or $11.00 per common and convertible preferred share of
NMHC. The boards of directors of both companies have unanimously approved the transaction. In addition, NMHC'’s majority
shareholders, representing approximately 55% of the total NMHC shares outstanding on an as-converted basis, have agreed to
tender their shares inio the offer, pursuant to the terms of stockholder agreements entered into in connection with the exccution of
the merger agreement,

The acquisition is expected to close in the second quarter of 2008, and is subject to various closing conditions, including a
requisite number of shares of NMHC common stock being tendered into the offer, the Company obtaining financing pursuant to
a commitment letter and regulatory approvals.

Pursuant to the merger agreement, NMHC stockholders will receive $7.70 in cash and 0.217 shares of the Company’s
common stock for each share of NMHC common stock tendered into the offer. The amount of Company common stock to be
exchanged for each share of NMHC common stock tendered in the offer is fixed at 0.217, and therefore will not change based on
fluctuations or changes in the market price of either companies’ stock. The Company will issue approximately 2.9 million shares
of its common stock for the transaction to be completed. In addition, the Company intends to finance a portion of the purchase
price through a new $48.0 million secured term loan and a $10.0 million secured revolving credit facility.

The Company’s Internet website is www.sxc.com. It will make available free of charge on or through the website the annual
report on Form 10-K, future quarterly reports on Form 10-Q, current reports on Form 8-K, and any amendments to those reports
filed or furnished pursuant to Section 13(a) or 15(d) of the Securities Exchange Act of 1934 as soon as reasonably practicable
after the Company electronically files such material with, or furnishes it to, the SEC. This reference to the Company’s website is
for the convenience of shareholders as required by the SEC and shall not be deemed to incorporate any information on the
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website into this Form 10-K or other filings with the SEC. The Company will also make available all financial reports filed in
accordance with Canadian GAAP with SEDAR through its website.

Products, Solutions and Services

The Company’s solutions address the challenges faced by the two primary participanis in the pharmaceutical supply chain:
payers and providers. The Company provides comprehensive pharmacy benefit management systems and services, pharmacy
practice management systems and related prescription fulfillment services. The Company believes it is unique in that it can
deploy its solutions as:

* informedRx® — Pharmacy Benefit Management (PBM) services such as pharmacy network management can be
provided to the Company’s customers using the Company’s own system software and services;

» web-enabled technology — the Company provides on-line transaction processing solutions through web-enabled, real-
time transaction processing technology;

s ASP processing — solutions can be “rented” on a transaction or subscription basis from the Company’s data centers in
Lisle, Illinois and Scottsdale, Arizona;

« software solutions — licensed software products can be sold in addition to systems implementation and consulting
services and maintenance;

custom applications — the Company’s base technology can be coupled with its software development and systems
integration services.

Payer Products and Services Offered by the Company
Pharmacy Benefit Management (PBM) Services — informedRx

The Company’s informedRx offering is a broad suite of & la carte pharmacy benefit management services that provide a
flexible and cost-effective alternative to traditional PBM offerings typically employed by health plans, government agencies and
employers. The Company provides a broad range of pharmacy spend management solutions and information technology
capabilities. Its product offerings and solutions combine a wide range of PBM software applications, application service
provider (ASP) processing services, and professional services designed for many of the largest organizations in the pharma-
ceutical supply chain, such as pharmacy benefit managers, managed care organizations, self-insured employer groups, retail
pharmacy chains, and state and federal government entities. The Company’s clients have gained increased control of their
ptarmacy benefit dollars and maximized cost control and quality of care through a full range of pharmacy spend management
services, including:

Formulary Administration — Fully support clients’ existing formularies and preferred drug lists or collaborate to
create best-in-class models supported by formulary predictive modeling and impact analysis. Pharmacist, physician and
member-focused intervention protocols provide guality controls to drive generics, preferred drug products and appropriate
use. As an independent provider, we have no hidden agendas relative to promoting products to our clients. Fermularies are
administered based on specific plan designs, or by enabling clients with the tools to maintain their own custom formularies
online.

Benefit Plan Design and Management — Accommodate any plan design option required and will support an
unlimited number of benefit design variations. The Company provides benefit design configuration support to clients,
in accordance with mutually developed processes. Benefit designs can be modified oniine, in real time, by the Company or
by the client’s staff.

Pharmacy Network Management — A wide range of retail network options, including supporting existing networks or
assisting clients in developing proprietary networks that meet specific geographic access requirements, desired price
discounts, or other service requirements. A proprietary national retail network, which consists of more than 56,000
pharmacies in all 50 states and in Puerto Rico, Guam and the Virgin Islands, provides excellent access to the Company’s
clients.

Drug Utilization Review — Pre-dispensing DUR edit checks are performed on an online, real-time basis between mail
and retail pharmacies. All prescriptions are checked for participant eligibility and plan design features and are then
compared against previous histories of prescriptions filled by the same pharmacy, by other participating retail network
pharmacies and by the mail service pharmacy.

Clinical Services and Consulting — Consultative and technical expertise to augment, develop, deploy and support any
additional clinical programs. Clients also have the option of using the Company’s clinical programs, which incorporate
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complete prescription drug information to reduce the growth rate of prescription drug costs and increase the quality of care
and member safety. A unique approach to managing the prescription drug benefit goes beyond price and product and
focuses on utilization. The Company offers a comprehensive clinical management strategy that addresses potential fraud
and abuse, compliance and utilization management, to drive the highest quality of care, with potential ingredient cost
savings,

Reporting and Information Analysis Solutions — Providing two main levels of reporting: A standard reporting
package (which includes a large menu of unique reports), and an online analytical decision suppon tool, RxTRACK®,
designed to meet and exceed the Company’s clients’ expectations.

Mail Services/Specialty Pharmacy — Preferred relaliohships with specialty/mail program providers and can interface
with any existing provider. The Company provides an approach and philosophy which are consistent with retail, mail
service and specialty providers by assisting the Company’s clients in contracting for these services on an exclusive or open
participation basis.

Web Services — A suile of Web Services that enables clients to interact with the claims processing system using a
standardized protocol in a secure environment. This method of access provides the Company’s clients with the freedom to
build products, tools and reports that utilize SXC data throughout their enterprises. Once the raw data is in house, it can be
used by the client as appropriate, thus providing far greater flexibility and return on investment. A member Web site,
RxXPORTAL", invites members to leamm more about their prescription benefit programs, medication histories, drug
information and related industry news. This site can be customized with a client’s logo and name, links to the organization’s
Internet home site, and up-to-date news bulletins about the organization.

Technology Products and Services

RxCLAIM® is an on-line transaction processing system designed to provide instant on-line adjudication of third-party
prescription drug claims at the point of service, including trouble-free claims management and cost-effective review, as well as
payment and billing support and real-time functionality for updating benefit, price, member, provider and drug details.
RxCLAIM is designed to provide the Company’s customers with automation efficiencies, flexibility and control by flacilitating
the real-time processing of pharmacy claims and payments against eligibility, plan benefits, formularies, price, drug utilization
review, prior authorization and rebates in addition to many other features.

Other payer products

*» RxTRACK? is a data warchouse and analysis system that delivers information to the desktop of health benefit plan
providers, facilitating on-line analytical processing.

* RxMAX?® is a rebate management system that is designed to assist health plans in managing their relationships with
pharmaceutical manufacturers through contract management, record keeping, calculating market share, and creating
billing details and summarics.

* RxSERVER® functions as a transaction exchange utility for the collection, control and sharing of prescription
information between pharmacies within a participating group.

» RxPORTAL™ and member web services comprise the Company’s Internet solutions for pharmacy benefit management.
Both allow customers to interact with the RxCLAIM set-up in a secure environment, but in different manners depending
on their specific needs and resources.

Provider Products and Services Offered by the Company
HBS Retail Pharmacy Management System

The HBS Retail Pharmacy Management System (“RPMS”) is designed to save time by minimizing keystrokes and
eliminating manual calculations for quick response in a fast paced retail pharmacy environment. For commonly owned groups of
pharmacies, the HBS Common Profile System offers all the features of the RPMS in addition to the ability to centralize the
administration of all stores through a single central processing unit. The HBS Chain-Host System is designed for multi-site
pharmacies that have a need to share central database information. In addition, HBS provides pharmacy management systemns for
institutional and mail-order pharmacies as well as a complete suite of services ranging from customer support and training, third-
party data, hardware and technical support.




RxEXPRESS®

RxEXPRESS is a pharmacy practice management application that provides information processing and workflow solutions
supporting primarily mail-order, managed care and high volume central fill pharmacics. RXEXPRESS provides pharmacy
services, such as patient refill orders, patient compliance and patient profile applications, electronic prescribing and refill
authorizations, pharmacy website hosting and interfaces and complete mail service, out-patient pharmacy management
inventory control and pricing management. The sysiem also provides workflow control, clinical analysis, third-party payment
and administrative services support.

The Industry

The Company believes the key market factors that influence sperding on information technology selutions and services by
participants in the pharmaceutical supply chain are the amount spent on prescription drugs and the associated volume of
prescription drugs dispensed and insurance claims processed-each year. According to IMS Health (“IMS”), approximately
3.7 billion pharmacy prescriptions were written and filled in the United States during 2006 — representing a retail value in
excess of $270 billion. Based on the factors described below, the Company expects drug utilization rates to continue to rise in the
future. The Company estimates that the current market opportunity for its information technology and services in its industry
approximates $4.5 billion annually, and is growing at a rate in excess of the drug utilization rate alone due to the following
factors:

Aging population. According to the US Census Burean, the US population is expected to age rapidly through 2030,
when 19.5% of the population will be over the age of 635, compared to 12.0% in 2000. Older Americans require more
medications than their younger counterparts — often 20 to 40 prescriptions annually, according to the Centers for Medicare
and Medicaid Services (“CMS™). The increase in prescriptions due (o an aging population is expected to drive demand for
senior-focused clinical programs and benefit plans, as well as information technology decision support tools to facilitate on-
line analytica} assessment of specific population trends, which will address the pharmacy benefit management needs of an
aging population,

Rising drug prices. According to the NACDS, the average prescription price in the US was $68.26 in 2006, a 5.0%
increase over 2005, the average brand name prescription was $111.02 in 2006, a 9.2% increase over 2003, and the average
generic drug prescription was $32.23 in 2006, a 8.1% increase over 2005. Industry solutions to counter rising drug prices
include supporting clinical programs that help promote generic and clinically equivalent, lower-cost preferred drug
products, utilization management programs, such as prior authorization and step-therapy, 1o help ensure that patients who
can benefit from therapies are identified and that cost-effective treatment is encouraged, and tools to identify clinically
appropriate, cost-saving opportunities.

Growth of “me too” and “life-style” drugs.  Another contributing factor to rising drug costs, and part of the challenge
payer customers face today, is making coverage decisions for new, higher-cost brand name drugs including what are known
as “me too” and “life-style” drugs. “Life-style drugs”, such as allergy, acid reflux, depression, erectile dysfunction and
weight control medication and “me too” drugs that are modified versions of existing brand drugs that typically offer little in
terms of new clinical benefit, require focused but flexible plan management. The popularity of these drugs is expected to
drive pharmaceutical supply chain solutions that include flexible benefit programs that balance a member's desires and
prudent cost control in order to ensure safe, effective and appropriate drug use.

Direct-to-consumer advertising.  According to IMS, pharmaceutical manufacturers spent over $11.9 billion in sales
and marketing related activities in 2004, much of it devoted to “life-style” drugs. The Company believes that the rapid
increase in direct-to-consumer advertising for prescription drugs has had a significant impact on drug spending and
prescribing, According to IMS, spending on direct-to-consumer advertising, typically to advertise newer, higher-priced
drugs, was 15 times greater in 2004 than in 1994. Pharmaceutical benefit management program solutions help to ensure
appropriate drug use, and real-time web-based 10ols provide consumers easy access to plan-specific drug cost, quality and
safety information to help identify lower cost clinically equivalent alternatives.

Shortage of registered pharmacists.  According to the NACDS, the US labour pool for pharmacists has failed to keep
pace with the growth of prescription drug use. There are currently over 4,000 openings for pharmacists in the retail
pharmacy chain industry, and between 2004 and 2010, the supply of community pharmacists is expected (o increase only
7.8% compared to an estimated 27% increase in the number of prescriptions dispensed. The Company expecis that the
shortage of pharmacists and the increased volume of prescriptions will continue to increase demand for information
technology solutions that improve workflow and promote efficient pharmacy operations.

Medicare Part D. The Company believes that the introduction of the Medicare Part D outpatient prescription drug
benefil is the most significant recent development affecting prescription drug coverage in the US. Medicare Part D is a
program that subsidizes the costs of prescription drugs for Medicare beneficiaries. According to CMS, as of May 2006, over
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37 million new beneficiaries have enrolled for coverage under the Medicare Part D prescription drug plan which became
effective on January 1, 2006. Generaily, Medicare Part D beneficiaries represent an older demographic of the population
with a higher utilization rate of prescription drugs, thereby increasing the transactions processed. I[n addition to standard
drug benefits, participating drug programs have offered a wide variety of benefit plans. While CMS is currently utilizing
technical standards and processes that are already in common use in the pharmacy claims industry, the Company believes
that significant new functionality will be needed to meet the future demands of this program. Medicare Part D has impacted
the demand for Pharmacy Benefit Management as well as information technology as the Company's customers were
required to update their systems, and the Company believes they will continue to require support to maintain these systems.

Competition

The Company competes with numerous companies that provide the same or similar services. Qur competitors include three
large publicly traded companies to several small and privately owned companies which compete for a significant part of the
market. The principal competitive factors are quality of service, scope of available services and price. The ability to be
competitive is influenced by the Company’s ability to negotiate prices with pharmacies and drug manufacturers. Some of the
Company’s competitors have been in existence for longer periods of time and are better established. Some of them also have
broader public recognition, substantially greater financial and marketing resources, and more experienced management. In
addition, some of the Company's customers and potential customers may find it desirable to perform for themselves those
services now being rendered by the Company.

The Company’s ability to attract and retain customers is substantially dependent on its capability to provide competitive
pricing, efficient and accurate claims management, utilization review services and related reporting, and consulting services.

The pharrnaceutical supply chain market requires solutions which address the unique needs of each constituent in the
supply chain. The Company’s payer and provider custormers require robust and scaleable technical solutions as well as the ability
to ensure cost efficiency for themselves and their customers. The Company’s product offerings include & wide range of pharmacy
benefit management services and software products for managing prescription drug programs and for drug prescribing and
dispensing. The Company’s payer suite of products includes a wide range of pharmacy benefils management and claims
adjudication systems as well as informedRx, the Company’s suite of pharmacy benefit management services. The Company’s
provider suite of products includes pharmacy practice management systems, point-of-sale applications and related prescription
fulfillment services, which can be integrated with other pharmacy and patient management systems for full enterprise-wide
control.

Competitive Strengths
The Company believes that the following competitive strengths are the kevs to its success:

» Flexible service offering and customer choice: The Company believes a key differentiator between itself and its
competitors is not only its ability 1o provide innovative PBM services, but also to deliver these services on an 2 la carte
basis with transparent pricing. The Company’s informedRx suite offers the flexibility of broad product choice along the
entire pharmacy benefit management continuum, enabling enhanced customer control, sclutions tailored 1o the
Company’s customer’s specific requirements, and transparent pricing. The market for the Company’s products is
divided between large customers that have the sophisticated technology infrastructure and staff required to operate a
24-hour data center and other customers that are not able or willing to operate these sophisticated systems. The
Company’s business model allows customers to either license the Company's products and operate the Company’s
systems themselves (with or without significant customization, consulting and systems implementation services from the
Company), or to rent the Company’s systems’ capabilities on a fee per transaction or subscription basis through ASP
processing from the Company’s data center.

Leading technology and platform:  The Company’s technology is robust, scaleable and web-enabled. The Company's
payer offerings supported over 400 miilion transactions in 2007, efficiently and in real-time. The Company’s platform is
able to instantly cross-check multiple processes, such as reviewing claim eligibility, adverse drug reaction and properly
calculating member, pharmacy and payer payments. As the Company’s technology is built on flexible, database-driven
rule sets and broad functicnality applicable for most any book of business, the Company believes it has one of the most
comprehensive claims processing platforms in the market. This allows the Company to provide more comprehensive
pharmacy benefits management services through informedRx by offering the Company’s customers a selection of what
services they would like the Company to perform versus requiring them to accept a one-size-fits-all solution, The
Company believes this 4 la carte offering is a key differentiator from its competitors.

The Company’s provider solutions have been built to address the cost conscious independent, institutional and chain retail
pharmacy marketplace. The Company’s offerings offer features and functionality available to larger chains at a cost
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effective price. By developing technology which focuses on saving key strokes for the pharmacist, the Company develops
workflow efficiencies for the pharmacy. In addition, the Company's RXEXPRESS mail-order system provides a scaleable
platform to support the Company's customer's complex prescription drug home delivery needs including workflow,
imaging and integrated credit, billing and shipping support.

Measurable cost savings for the Company’s customers: The Company provides its customers with increased control
over prescription drug costs and drug benefit programs. The Company's solutions and services are designed to generate
in-store and corporate efficiencies related (o the fulfillment of prescriptions. The Company’s transparent pricing models
and flexible product offerings are designed to deliver measurable cost savings to the Company's customers. The
Company believes transparent pricing is a key differentiator from its competitors for its customers who want to gain
control of their prescription drug costs. For example, the Company’s pharmacy network contracts and manufacturer
rebale agreements are made available by the Company to each customer. For customers who sclect the Company's
pharmacy network and manufacturer rebate services on a fixed fee per transaction basis, there is clarity to the rebates and
other fees payable by the manufacturer to the client. The Company believes that its transparent model together with the
flexibility to select from the Company’s broad range of 3 la carte services helps its customers realize measurable cost
savings.

Strong customer relationships and domain expertise:  The Company believes that as a result of its significant experience
and a reputation for high quality products and services, it has developed strong relationships with its customers. These
customers include over 70 payer customers and over 1,200 provider customers (independent, regional chain, institutional
and mail-order pharmacies). Through the Company’s experience developing and supporting pharmacy solutions for
millions of lives, it believes it has become a leader in its industry in establishing best practices and has developed
substantial domain expertise in its market. The Company uses its proprietary off-the-shelf technology coupled with in-
depth technical and domain expertise to develop new proprietary applications in collaboration with its customers that
helps to increase its customer base and allows it to sell new services to existing customers.

Experienced and proven management tearn: The Company has a senior management team of industry veterans witha
proven track record for profitable growth both organically and through acquisitions. Many core members of the
Company's senior management atso have a long service history with the Company or the companies acquired by the
Company and have experience working together as a team, The Company’s management team has a broad nctwork of
relationships in the industry and deep product knowledge, and the Company believes this to be & key competitive
advantage.

Our Business Strategy

The Company seeks to enhance its position as a leading provider of Pharmacy Spend Management ™ solutions and
pharmacy benefit management services to the pharmaceutical supply chain in the US and Canada. The Company’s primary
stritegies are:

s Expand the breadth of the Company's informedRx services for health plans, self-insured employers and government
agencies that sponsor pharmacy benefit plans:  Within the Company’s informedRx suite of products, it has-several key
initiatives underway which the Company believes will help it 10 expand its revenue per claim and make the Company
more competitive in the broader market. The Company has built the informedRx suite beyond its claims processing
capabilities to offer competitively priced pharmacy networks, manufacturer rebate contracts and clinical programs, to
enable the Company’s customers to have more control over their drug spending. With the Company’s diversified product
portfolio and the market demang for greater transparency in pricing of prescription drugs, the Company believesitis inan
altractive market environment for informedRx to prosper.

o Provide additional informedRx services to the Company's existing payor customer base: Based on the success the
Company has had to date with informedRx, it intends to sell additional services to the Company’s existing customers
through its Company's informedRx suite of products. The Company may also make capital investments in technology to
further improve the quality of its products. By providing a broader range of services, the Company believes that it can
increase its customer base and the breadth of products utilized by each customer, thereby increasing the Company’s
revenue base.

Continue to lead through product innovation built on superior technology:  The Company plans (o continue to be an
innovator in the development of Pharmacy Spend Management™ sclutions, The Company intends to develop solutions
and services that allow payer customers more enhanced financial, operational and decision-making control and more
personalized services. The Company plans 1o broaden the functionality of its product offerings to address the particular
needs of payers and providers, which improves the value proposition of the Company’s offerings and also allows the
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Company 1o scale its operations without incurring additional expense. The Company has dedicated significant resources
toward the development and continuous improvement of its products.

Further broaden the Caompany’s markets and offerings by pursuing significant straregic acquisitions: The Company
continues o explore strategic acquisitions to add new scrvices and/or new markets to grow its business more rapidly. The
Company’s successful track record of strategic acquisitions to date has helped to make it a leading provider of
information technology solutions and services to participants in the pharmaceutical supply chain. Since 2001, the
Company has completed three acquisitions: ComCotec, Inc. (2001), Health Business Systems, Inc. (2004) and Phar-
maceutical Horizons, Inc. (2005). On February 26, 2008, the Company announced that it has entered into a definitive
agreement to acquire National Medical Health Card Systems, In¢c. The Company will continue to evaluate additional
acquisition opportunities and may pursue acquisitions of other complementary businesses, technologies or other assets to
enhance its business strategy.

REGULATORY DEVELOPMENTS

Foreign Private Issuer Status:  The Company is traded on both the Toronto Stock Exchange and the Nasdaq Global
Market. Since a majority of the Company’s outstanding common shares are held by non-U.5. residents, the Company is granted
foreign private issuer (“FPI”) status by the Sccurities and Exchange Commission (“SEC”). As such, the Company is permitted to
file its financial statements prepared in accordance with accounting principles generally accepted in Canada (“Capadian
GAAP”) with the SEC, with a reconciliation of significant differences from accounting principles generally accepted in the
United States (“UL.S. GAAP"), so long as it retains its FP1 status. However, in the expectation that it may lose its FPI status, the
Company has elected 10 make U.S. GAAP its primary source of accounting principles effective January 1, 2008. In preparation
for such change, for its fiscal year ended December 31, 2007 the Company will voluntarily file with the SEC an annual report on
Form 10-K, which will include the Company’s consolidated financial statements prepared in accordance with U.S. GAAP.
Beginning with the first quarterly report on Form 10-Q for 2008, we will be required 10 include a reconciliation to Canadian
GAAP for two years, ending with the 2009 annual report on Form 10-K.

GOVERNMENT REGULATION

Various aspects of the Company’s business are governed by federal and state laws and regulations. Because sanctions may
be imposed for violations of these laws, compliance is a significant operational requirement. The Company believes it is in
substantial compliance with all existing legal requirements material to the operation of its business. There are, however,
significant uncertainties involving the application of many of these legal requirements to its business. In addition, there are
numerous proposed health care laws and regulations at the federal and state levels, many of which could adversely affect the
Company’s business, results of operations and financial condition. The Company is unable to predict what additional federal or
state legislation or regulatory initiatives may be enacted in the future relating to its business or the health care industry in general,
or what effect any such legislation or regulations might have on it. The Company also cannot provide any assurance that federal
or state governments will not impose additional restrictions or adopt interpretations of cxisting laws or regulations that could
have a material adverse effect on its business or financial performance.

Some of the state laws described below may be preempted in whole or in part by the Employee Retirement Income Security
Act of 1974, “ERISA,” which provides for comprehensive federal regulation of employee benefit plans. However, the scope of
ERISA preemption is uncertain and is subject to conflicting court rulings. The Company alse provides services to certain clients,
such as governmental entities, that are not subject to the preemption provisions of ERISA.

Federal Laws and Regulations Affecting the PBM Industry

The following descriptions identify various federal laws and regulations that affect or may affect aspects of the Company’s
PBM business:

Legislation Affecting Drug Prices

Average wholesale price (“AWP™) is a standard pricing unit published by third party data sources and currently used
throughout the pharmacy benefits industry as the basis for determining drug pricing under contracts with clients, pharmacies and
pharmaceutical manufacturers. One of the published data sources of AWP, First Data Bank (“FDB™) has agreed to reduce the
reported AWP of thousands of specific pharmaceutical products by five percent. Additionally, FDB has agreed to cease reporting
AWPs for all pharmaceutical preducts within two ycars with limited ability to resume publication of AWPs. Changes to AWP
will require the Company to amend its current contracts with pharmacies in its retail network, pharmacy manufactures, some of
its customers as well as requiring changes to be made to its software and systems to accommodate a new pricing mechanism. The
Company believes that payors, pharmacy providers and solution providers will begin to evaluate other pricing benchmarks as the
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basis for contracting for prescription drugs and benefit management services in the future. The Company is unable to predict
whether any such changes will be adopted on a larger scale, and whether such changes would have a material adverse effect on its
business, results of operations, financial condition or cash flows.

Medicare Prescription Drug, Improvement, and Modernization Act of 2003.

The Medicare voluntary outpatient prescription drug benefit, “Part D,” established under the Medicare Prescription Drug,
Irnprovement, and Modetnization Act of 2003, or “MMA,” became effective on January 1, 2006. The MMA also created new
guidelines for Medicare HMOs, termed Medicare Advantage Plans, which offer both an outpatient prescription drug benefit and
health care coverage.

Medicare beneficiaries who elect Part D coverage pay a monthly premium for the covered outpaticnt drug benefit.
Assistance with premivms and cost sharing are provided to eligible low-income beneficiaries. The voluntary cutpatient
prescription drug benefit requires coverage of essentially the same pharmaceuticals that are approved for the Medicaid program,
although selection may be restricted through a formulary. The new outpatient prescription drug benefit is offered on an insured
basis by prescription drug plans, “PDPs,” in 34 regions across the United States and by Medicare Advantage Plans, along with
health care coverage, in 26 regions across the United States.

The Company is neither a PDP nor a Medicare Advantage Plan; however, in ils capacity as a subcontractor with certain
Part D Plan cliemts, the Company is indirectly subject to certain federal rules, regulations, and sub-regulatory guidance
pertaining to the operation of Medicare Part D. If the federal Centers for Medicare & Medicaid Services (CMS) determines that
the Company has not perfermed satisfactorily as a subcontractor, CMS may request the Company’s PDP or Medicare Advantage
Plan client 1o revoke its Part I activities or responsibilities under the subcontract. While the Company believes that it provides
salisfactory level of service, under its respective subcontracts, it can give no assurances that CMS or a Part D Plan will not
terminate its business relationships insofar as they pertain to Medicare Part D.

PDPs and Medicare Advantage Plans are subject lo provisions of the MMA intended to deter “frand, waste and abuse” and
are: strictly monitored by CMS and its contracted Medicare Drug Integrity Contractors, “MEDICs,” to ensure that Part D program
funds are not spent inappropriately. In April 2006, CMS issued a final chapter 9 to the Medicare Prescription Drug Benefit
Munual interpreting the fraud, waste and abuse provisions of Part D, referred to as the “FWA Guidance.” Among other things, the
FV/A Guidance cites the following examples of potential PBM f{raud, waste and abuse risks in connection with Part I
prescription drug switching, unlawful remuneration, inappropriate formulary decisions, prescription drug splitting or shorting,
and failure to offer negotiated prices. CMS has offered additional sub-regulatory guidance regarding some of these risk areas,
particularly with respect to the Part D formulary decision making process which is highly regulated by CMS. No assurance can
be given that the Company will not be subject to scrutiny or challenge under one or more of the underlying laws by the
government enforcers or private litigants.

Also in 2006, CMS issued guidance to PDPs and Medicare Advantage Plans requiring that such plans report 100% of all
price concessions received for PBM services, This CMS guidance suggests that best practices would require PDPs and Medicare
Advantage Plans to contractually require the right to audit their PBMs as well as require 100% transparency as 1o manufacturer
rebates paid for drugs provided under the sponsor's plan, including the portion of such rebates retained by the PBM as part of the
price concession for the PBM’s services. The Company does not anticipate that such disclosures, to the exient required by
Medicare plan partners, will have a materially adverse effect on its business, results of operations, financial condition, or cash
flows.

Federal Anti-Remuneration/Fraud and Abuse Laws.

The federal healthcare Anti-Kickback Statute prohibits, among other things, an entity from paying or receiving, subject (o
certain exceptions and safe harbors, any remuneration, directly or indirectly, to induce the referral of individuals covered by
federally funded health care programs, including Medicare, Medicaid and the Civilian Health and Medical Program of the
Uniformed Services, “CHAMPUS,” or the purchase, or the arranging for or recommending of the purchase, of items or services
for which payment may be made in whole or in part under Medicare, Medicaid, CHAMPUS or other federally funded health care
programs. Sanctions for violating the Anti-Kickback Statute may include imprisonment, criminal and civil fines, and exclusion
from participation in the federally funded health care programs.

The federal healthcare Anti-Kickback Statute has been interpreted broadly by courts, the Office of Inspector General,
referred to as the “OIG” within the U.S. Department of Heaith & Human Services, the “DHHY™ and other administrative bodies.
Beciuse of the statute’s broad scope and the limited statutory exceptions, federal regulations establish certain safe harbors from
liability. For example, safe harbors exist for certain properly disclosed and reported discounts received from vendors, certain
investment interests, certain properly disclosed payments made by vendors to group purchasing organizations, certain personal
services arrangements, and certain discount and payment arrangements between PBMs and HMO risk contractors serving
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Medicaid and Medicare members. A practice that does not fall within an exception or a safe harbor is not necessarily unlawful,
but may be subject to scrutiny and challenge. In the absence of an applicable exception or safe harbor, a violation of the statute
may occur even if only one purpose of a payment arrangement is to induce patient referrals or purchases of products or services
that are reimbursed by federal health care programs. Among the practices that have been identified by the OIG as potentially
improper under the statute are certain product conversion programs in which benefits are given by drug manufacturers to
pharmacists or physicians for changing a prescription, or recommending or requesting such a change, from one drug to another.
The Anti-Kickback Statute has been cited as a partial basis, along with state consumer protection laws discussed below, for
investigations and multi-state settlements relating to financial incentives provided by drug manufacturers to retail pharmacies as
well as to PBMs in connection with such programs.

Additionally, it is a crime under the Public Contractor Anti-Kickback Statute, for any person to knowingly and willfully
offer or provide any remuneration to a prime contractor to the United States, including a contractor servicing federally funded
health programs, in order to obtain favorable treatment in a subcontract. Violators of this law also may be subject to civil
monetary penalties. '

In April 2003, the OIG published “Final OIG Compliance Program Guidance for Pharmaceutical Manufacturers,” referred
to as “Compliance Guidance.” The Compliance Guidance is voluntary and is directly aimed at the compliance efforts of
pharmaceutical manufacturers. This Compliance Guidance highlights several transactions as potential risks, including the
provision of grants, “prebates” and “upfront payments” to PBMs 1o support discase management programs and therapeutic
interchanges. The Compliance Guidance also indicates that the provision of rebates or other payments to PBMs by pharma-
ceutical manufacturers may potentially trigger liability under the Anti-Kickback Statute, if not properly structured and disclosed.

The Company believes that it is in substantial compliance with the legal requirements imposed by such anti-remuneration
laws and regulations. However, there can be no assurance that the Company will not be subject to scrutiny or challenge under
such laws or regulations. Any such challenge could have a material adverse effect on its business, results of operations, financial
condition or cash flows,

Federal Statutes Prohibiting False Claims.

The Federal False Claims Act imposes civil penalties for knowingly making or causing to be made false claims with respect
to governmental programs, such as Medicare and Medicaid, for services not rendered, or for misrepresenting actual services
rendered, in order to obtain higher reimbursement. Private individuals may bring qui ram or whistleblower suits against providers
under the Federal False Claims Act, which authorizes the payment of a portion of any recovery to the individual bringing suit.
Such actions are initiatly required to be filed under seal pending their review by the Department of Justice. A few federal district
courts have recently interpreted the Federal False Claims Act as applying to claims for reimbursement that viclate the anti-
kickback statute or federal physician seif-referral law under certain circumstances. The Federal False Claims Act generally
provides for the imposition of civil penalties and for treble damages, resulting in the possibility of substantial financtal penalties
for small billing errors that are replicated in a large number of claims, as each individual claim could be deemed to be a separate
violation of the Federal False Claims Act. Criminal provisions that are similar to the Federal False Claims Act provide that a
corporation may be fined if it is convicted of presenting to any federal agency a claim or making a statement that it knows to be
false, fictitious or fraudulent to any federal agency.

In 2007, the Company did not directly contract with the federal government to provide services to beneficiaries of federally
funded health programs. Therefore, the Company did net directly submit claims to the federal government. However, the
Company does contract with and provide services to entities or organizations that are federal government contractors, such as
Medicare Part D PDPs. There can be no assurance that the government would not potentially view one or more of the Company’s
actions in providing services to federal government contractors as causing or assisting in the presentment of a false claim. The
Company does not believe it is in violation of the Federal False Claims Act and it has a corporate compliance and ethics program,
policies and procedures and internal controls in place to help maintain an organizational culture of honesty and integrity.

ERISA Regulation.

ERISA regulates certain aspects of employee pension and health benefit plans, including self-funded corporate health
plans. The Company has agreements with self-funded corporate health plans to provide PBM services, and therefore, it is a
service provider to ERISA plans. ERISA imposes duties on any person or entity that is a fiduciary with respect to the ERISA
plan. The Company administers pharmacy benefits for ERISA plans in accordance with plan design choices made by the ERISA
plan sponsors. The Company does not believe that the general conduct of its business subjects it to the fiduciary obligations set
forth by ERISA, except when it has specifically contracted with an ERISA plan sponsor to accept fiduciary responsibility and be
named as a fiduciary for certain functions. In those cases where the Company has not accepted fiduciary status, there can be no
assurance that the U.S. Department of Labor, which is the agency that enforces ERISA, or a private litigant would not assert that
the fiduciary obligations imposed by the statute apply to certain aspects of the Company’s operations.
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Numerous lawsuits have been filed against various PBMs by private litigants, including Plan participants on behalf of an
ERISA plan and by ERISA Plan sponsors, alleging that the PBMs are ERISA fiduciaries and that, in such capacity, they allegedly
violated ERISA fiduciary duties in connection with certain business practices related to their respective contracts with retail
pharmacy networks and/or pharmaceutical manufacturers,

ERISA also imposes civil and criminal lability on service providers to health plans and certain other persons if certain
forms of illegal remuneration are made or received. These provisions of ERISA are similar, but not identical, to the federal
healthcare Anti-Kickback Statute discussed above. In particular, ERISA does not provide the statutory and regulatory safe
harbor exceptions incorporated into the federal healthcare Anti-Kickback Statute. Like the health care anti-kickback laws, the
comresponding provisions of ERISA are written broadly and their application to particular cases is often uncertain. The Company
hias implemented policies regarding, among other things, disclosure to health plan sponsors with respect to any commissions
paid by or to it that might fall within the scope of such provisions and accordingly believe it is in substantial compliance with
these provisions of ERISA. However, the Company can provide no assurance that its policies in this regard would be found by the
appropriate enforcement authorities and potential private litigants to meet the requirements of ERISA.

FDA Regulation.

The U.S. Food and Drug Administration, the “FDA,” generally has authority to regulate drug promotional materials that are
dissemninated by or on behalf of a drug manufacturer, In January 1998, the FDA issued a Notice and Draft Guidance regarding its
intent to regulate certain drug promotion and switching activities of PBMs that are controlled, directly or indirectly, by drug
manufacturers. After extending the comment period due to numerous industry objections to the proposed draft, the FDA has
taken no further action on the Notice and Draft Guidance. However, there can be no assurance that the FDA will not attempt again
to assert jurisdiction over aspects of the Company’s PBM business in the future and, although it is not controlled directly or
indirectly by any drug manufacturer, the future impact of the FDA regulation could materially adversely affect the Company’s
business, results of operations, financial condition or cash flows.

Antitrust Regulation.

The federal antitrust laws regulate trade and commerce and prohibit unfair competition as defined by those laws.
Section One of the Sherman Antitrust Act prohibits contracts, combinations or conspiracies in restraint of trade or commerce.
Despite its sweeping language, however, Section One of the Sherman Act has been interpreted to prohibit only unreasonable
restraints on competition. Section Two of the Sherman Act prohibits monopolization and attempts at monopolization. Similarly,
Section Seven of the Clayton Act prohibits unlawful mergers and acquisitions. In addition, the Robinson Patman Act, which is
part of the Clayton Act, prohibits a variety of cenduct relating to the sale of goods, including prohibiting practices the statute
defines as price diserimination. One section of the Robinson Patman Act prohibits a seller from selling goods of like grade or
quality to different customers at different prices if the favorable prices are not available to all customers competing in the same
class of trade. Successful plaintiffs in antitrust actions are allowed to recover treble damages for the damage sustained as a result
of the violation.

Numerous lawsuits are pending against several PBMs and pharmaceutical manufacturers under various state and federal
antitrust laws by retail pharmacies throughout the United States challenging certain branded drug pricing practices. The
comnplaints allege, in part, that the defendant PBMs accepted rebates and discounts from pharmaceutical manufacturers on
purchases of brand-name prescription drugs and conspired with other PBMs to fix prices in violation of the Robinson Patman Act
and the Sherman Antitrust Act. The suits seek unspecified monetary damages, including treble damages, and injunctive relief.
Mctions to dismiss are pending in all cases.

The Company believes that it is in substantial compliance with the legal requirements imposed by such antitrust laws.
However, there can be no assurance that the Company will not be subject to scrutiny or challenge under such legislation. To the
extnt that it appears to have actual or potential market power in a relevant market, the Company’s business arrangements and
pra:tices may be subject to heightened scrutiny under the antitrust laws, Any such challenge could have a material adverse effect
on the Company's business, results of operations, financial condition or cash flows.

State Laws and Regulations Affecting the PBM Industry

The following descriptions identify various state laws and regulations that affect or may affect aspects of the Company’s
PBM business.

State Anti-Remuneration/False Claims Laws.

Several states have laws and/or regulations similar to the federal healthcare Anti-Kickback Statute and Federal False
Claims Act described above. Such state laws are not necessarily limited to services or items for which federally funded health
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care program payments may be made, Such state laws may be broad enough to include improper payments made in connection
with services or ilems that are paid by commerciat payors. Both the 2006 Medco Health Solutions and 2005 Caremark Inc.
settlements, discussed above under “Federal Statutes Prohibiting False Claims,” included settlement of civil claims under
several state false claims laws. Sanctions for violating these state anti-remuneration and falsc claims laws may include
injunction, imprisonment, criminal and civil fines and exclusion from participation in the state Medicaid programs. Additionally,
under the Deficit Reduction Act of 2005, discussed in greater detail below, states are incentivized to pass broad false claims
legislation similar to the Federal False Claims Act and there has been activity in several states during 2006 and 2007 to do so.

The Company believes that it is in substantial compliance with the legal requirements imposed by such laws and
regulations. However, there can be no assurance that the Company will not be subject to scrutiny or challenge under such laws or
regulations. Any such challenge could have a material adverse effect on the Company’s business, results of operations, financial
condition or cash flows.

State Consumer Protection Laws.

Most states have enacted consumer protection and deceptive trade laws that generally prohibit payments and other broad
categories of conduct deemed harmful to consumers. These statutes may be enforced by states and/or private litigants. Such laws
have been and continue to be the basis for investigations, prosecutions, and settlements of PBMs, initiated by state prosecutors as
well as by private litigants.

We believe that we are in substantial compliance with the legal requirements imposed by such laws and regulations.
However, no assurance ¢an be given that we will not be subject to scrutiny or challenge under one or more of these laws, or under
similar consumter protection theories,

State Comprehensive PBM Regularion.

States continue to introduce legislation to regulate PBM activities in a comprehensive manner. Legislation seeking (o
impose fiduciary duties or disclosure obligations on PBMs has been proposed in some states. Both Maine and the District of
Columbia have enacted statutes imposing fiduciary obligations on PBMs. The U.S. District Court for the District of Columbia
has enjeined enforcement of the District of Columbia statute on the grounds that the statute may cause PBMs to disclose
proprietary trade secrets and may be preempted by ERISA. However, in November 2005, the First Circuit Court of Appeals
upheld the Maine disclosure law, but clarified that the law applies only to contracts entered into in Maine with respect to PBM
customers, or covered entities in Maine. Further, the court held that PBMs are not ERISA fiduciaries, but rather that their
relationship with their customers is contractual. The U.S. Supreme Court denied review of this case in June 2006. Among other
things, the Maine law also requires the benefits of certain pharmaceutical manufacturer price concessions to be passed through to
PBM clients. Similarly, both North Dakota and South Dakota have relatively comprehensive PBM laws that, among other things,
increase required financial transparency, and regulate therapeutic interchange programs. It is too early to speculate what effect, if
any, such state laws will have on PBM business operations or the Company’s ability to negotiate and/or retain rebates and
administrative fees from pharmaceutical manufacturers with respect to its customers in those states, Additionally, the Company
can give no assurance that other states will not enact similar legislation and the impact of such legislation on its business
operations is uncertain.

Many states have licensure or registration laws governing certain types of ancillary health care organizations, including
preferred provider organizations, TPAs, companies that provide utilization review services and companies that engage in the
practices of a pharmacy. The scope of these laws differs significantly from state to state, and the application of such laws to the
activities of PBMs often is unclear.

The Company believes that it is in substantial compliance with all such laws and reqguirements where required, and continue
to monitor legislative and regulatory developments. There can be no assurance, however, regarding the future interpretation of
these laws and their applicability to the activities of the Company’s PBM business. Future legislation or regulation, or
interpretations by regulatory and quasi-regulatory authorities of existing laws and regulations, could materially affect the cost
and nature of our business as currently conducted.

Network Access Legislation.

A majority of states now have some form of legislation affecting the Company’s ability to limit access to a pharmacy
provider network, referred to as any willing provider legislation, or removal of a network provider, refetred to as due process
legislation, Such legislation may require the Company or its clients to admit any retail pharmacy willing to meet the plan’s price
and other terms for network participation, or may provide that a provider may not be removed from a network except in
compliance with certain procedures. Similarly, there are any willing pharmacy provisions applicable to Medicare Part D plans
with which the Company contracts. These statutes have not materially affected the Company’s business.
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State Legislation Affecting Plan or Benefit Design.

Some states have enacted legislation that prohibits cenain types of managed care plan sponsors from implementing certain
restrictive design features, and many states have legislation regulating various aspecte of managed care plans, including
provisions relating to the pharmacy benefits. For example, some states, under so-called freedom of choice legislation, provide
that members of the plan may not be required to use network providers, but must instead be provided with benefits even if they
chioose to use non-network providers. Other states have enacted legislation purporting to prohibit health plans from offering
members financial incentives for use of mail service pharmacies. Legislation has been introduced in some states to prohibit or
restrict therapeutic intervention, to require coverage of all FDA-approved drugs or to requirn: coverage for off-label uses of drugs
where those uses are recognized in peer-reviewed medical journals or reference compendia. Other states mandate coverage of
certain benefits or conditions and require health plan coverage of specific drugs, if deemed medically necessary by the
prscribing physician. Such legislation does not generally apply to us directly, but may apply to certain of our clients, such as
HMOs and health insurers. If legislation were to become widely adopted, it could have the effect of limiting the economic
benefits achievable through PBMs. This development could have a material adverse effect on the Company's business, results of
operations, financial condition or cash flows.

State Regulation of Financial Risk Plans.

Fee-for-service prescription drug plans are generally not subject to financial regulation by the states. However, if a PBM
offers to provide prescription drug coverage on a capitated basis or otherwise accepts matertal financial risk in providing the
benefit, laws in various stales may regulate the plan. Such laws may require that the party at risk establish reserves or otherwise
demonstrate financial responsibility. Laws that may apply in such cases include insurance laws, HMO laws or limited prepaid
health service plan laws. Currently, the Company does not believe that its PBM business currently incurs financial risk of the type
subject to such regulation. However, if it chooses to become a regional PDP for the Medicare outpatient prescription drug benefit
at some time in the future, the Company would need to comply with state laws governing risk-bearing entities in the states where
it operates a PDP.

State Discount Drug Card Regulation.

Numerous states have laws and/or regulations regulating the selling, marketing. promoting, advertising or distributing of
commercial discount drug cards for cash purchases. Such laws and regulations provide, generally, that any person may bring an
action for damages or seek an injunction for violations. The Company administers a limited commercial discount drug card
program that it does not consider material to its business. The Company believes its administration of the commercial discount
druz card program is in compliance with various state laws. However, there can be no assurance that the existence of such laws
will not materially impact the Company’s ability to offer certain new commercial products and/or services in the future.

Combined Federal and State Laws, Regulations and Other Standards Affecting the PBM Industry

Certain aspects of the Company’s PBM business are or may be affected by bodies of law that exist at both the federal and
state levels and by other standard setting entities. Among these are the following:

Leficit Reduction Act of 2003.

The Deficit Reduction Act of 2005, the “DRA,” came into law on February 8, 2006 enacting significant changes to the
Medicaid system, a state and federally funded program, with respect to prescription drugs. Among other things, the DRA revises
the methodology used to determine federal upper payment limits, the maximum amount a stale can reimburse, for generic drogs
under Medicaid, permits stronger cost-sharing requirements applicable to Medicaid prescription drugs, and contains provisions
intended to reduce fraud, waste and abuse in the Medicaid program. The DRA’s fraud, waste and abuse provisions, among other
things, incentivize states to enact their own false claims acts, mirrored on the Federat False Claims Act, described above, and
appropriate federal funding to increase scrutiny of the Medicaid program. The fraud, waste and abuse provisions also include a
provision intended to strengthen Medicaid’s status as payer of last resort relative to private health insurance by specifying that
PBMIs and self-insured plans may be liable third parties. The provisions in the DRA have the potential to impact the PBM
industry by means of increased prosecutorial and private litigant scrutiny of the pharmaceutical industry in general, which may
include PBMs. Additionally, the DRA mandates the public availability of pharmaceutical manufacturer average manufacturer
prices, or “AMPs,”* and creates incentives 1o slates to use AMPs for Medicaid reimbursement, potentially paving the way fora
more general market shift in reimbursement mechanisms from average wholesale price-based methodologies to AMP-based
methodologies, discussed in more detail, above, under “Legistation and Litigation Affecting Drug Prices.” Additionally, the third
party recovery provisions in the DRA may lead to greater financial recoveries from third party PBMs in cases where Medicaid
was 1ot properly a primary payor ont a drug claim, even where a PBM is not financially at risk.
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Privacy and Confidentiality Legislation.

The Company’s activities involve the receipt or use of confidential medical information concerning individual members, In
addition, the Company uses aggregated and anonymized data for research and analysis purposes. Many state laws restrict the use
and disclosure of confidential medical information, and similar new legislative and regulatory initiatives are underway in several
states. To date, no such laws adversely impact the Company’s ability to provide its services, but there can be no assurance that
federal or state governments will not enact such legislation, impose restrictions or adopt interpretations of existing laws that
could have a material adverse effect on its business, results of operations, financial condition or cash flows.

The final privacy regulations, the “Privacy Rute,” issued by the DHHS pursuant to the Health Information Portability and
Accountability Act, “*HIPAA™ imposes extensive restrictions on the use and disclosure of individually identifiable health
information by certain entities known under the Privacy Rule as covered entities. PBMs, in general, are not considered covered
entities. However, the Company’s clients are covered entities, and are required to enter into business associate agreements with
vendors, such as PBMs, that perform a function or activity for the covered entity that involves the use or disclosure of
individually identifiable health information, The business associate agreements mandated by the Privacy Rule create a
contractual obligation for the PBM to perform its duties for the covered entity in compliance with the Privacy Rule.

The final transactions and code sets regulation, the “Transaction Rule,” promulgated under HIPAA requires that all covered
entities that engage in electronic transactions use standardized formats and code sets. It is incumbent upon PBMs to conduct all
such transactions in accordance with the Transaction Rule to satisfy the obligations of their covered entity clients. DHHS
promulgated a National Provider Identifiers, “NP1,” Final Rule which will require health plans to utilize NPIs in all Standard
Transactions. NPIs will replace National Association of Boards of Pharmacy numbers for pharmacies, Drug Enforcement
Agency numbers for physicians and similar identifiers for other health care providers.

The Company is undertaking the necessary arrangements to ensure that its standard transactions remain compliant with the
Transaction Rule subsequent to the implementation of NPI Final Rule. The final security regulations, the “Security Rule,” issued
pursvant to HIPAA mandate the use of administrative, physical and technical safeguards to protect the confidentiality of
electronic health care information. Similarly to the other two rules issued pursuant to HIPAA, the Security Rule applies to
covered entities. The Company has made the necessary arrangements to ensure compliance with the Security Rule, as it is subject
te many of its requirements as a resuit of its contracts with covered entities.

While implementation of the Privacy Rule, Transaction Rule and the Security Rule, the “HIPAA Regulations,” is relatively
new and future regulatory interpretations could alter the Company’s assessment, it currently believes that compliance with the
HIPA A Regulations should not have a material adverse effect on its business operations. Also, pursuant to HIPAA, state laws that
are more protective of medical information are not pre-empted by HIPAA. Therefore, to the extent states enact more protective
legislation, the Company could be required to make significant changes to its business operations.

Independent of any regulatory restrictions, individual health plan sponsor clients could increase limitations on the
Company’s use of medical information, which could prevent it from offering certain services.

Future Regulation.

The Company is unable to predict accurately what additional federal or state legislation or regulatory initiatives may be
enacted in the future relating to its businesses or the health care industry in general, or what effect any such legislation or
regulations might have on it. For example, the federal government and several state governments have proposed Patients’ Bill of
Rights or other similar legislation aimed primarily at improving quality of care provided to individuals in managed care plans.
Some of the initiatives propose providing greater access to drugs not included on health plan formularies, giving participants the
right to sue their health plan for malpractice, and mandating an appeals or grievance process. There can be no assurance that
federal or state governments will not impose additional restrictions, via a Patients” Bill of Rights or otherwise, or adopt
interpretations of existing laws that could have a material adverse effect on the Company’s business, results of operations,
financial condition or cash flows.

EMPLOYEES

As of December 31, 2007, the Company had 429 employees, primarily located in Lisle, Illinois, whose services are devoted
full time to SXC Health Solutions Corp, and its subsidiaries. The Company has never had a work stoppage. The Company’s
personeel are not represented by any collective bargaining unit and are not unionized. The Company considers its relations with
its personnel to be good. The Company’s future success will depend, in part, on its ability to continue to attract, retain and
motivate highly qualified technical and managerial personnel, for whom competition is intense.
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CUSTOMERS

We generate a significant portion of our revenue from a small number of customers and for the year ended December 31,
2007, one customer accounted for 10.8% of our total revenues, The loss of this significant customer or the loss of a few customers
that would be significant in the aggregate, could have a material adverse effect on our results of operations.

FINANCIAL INFORMATION ABOUT SEGMENTS

The Company operates in one reportable operating segment, which provides both recurring and non-recurring revenues
from the pharmaceutical benefits management industry. Financial information about the Company’s two geographical areas is
described in Item 7, “Management’s Discussion and Analysis of Financial Condition and Results of Qperations.”

ITEM 1A. RISK FACTORS
INDUSTRY RISKS
Dur future growth is dependent on further market acceptance and increased market penetration of our products.

Our business model depends on our ability to sell our products and services. Achieving increased market acceptance of our
preducts and services will require substantial sales and marketing efforts and the expenditure of significant financial and other
resources to create awareness and demand by participants in the pharmaceutical supply chain. Additionally, pharmaceutical
providers and payers, which may have invested substantial resources in other methods of conducting business and exchanging
information, may be reluctant to purchase cur products and services.

We cannot assure that pharmaceutical providers and payers will purchase our products and services. If we fail to achieve
broad acceptance of our products and services by pharmaceutical providers, payers and other healthcare industry participants or
if we fail to position our services as a preferred method for information management and pharmaceutical healthcare delivery, our
business, financtal condition and results of operations will be materially adversely affected,

The electronic healthcare information market is rapidly evolving. A number of market entrants have introduced or
developed products and services that are competitive with one or more components of our offerings. We expect that additionai
companies will continue to enter this market. In new and rapidly evolving industries, there is significant uncertainty and risk as to
the demand for, and market acceptance of, products and services. Because the markets for our products and services are evolving,
we are not able to predict the size and growth rate of the markets with any certainty. We cannot assure that the markets for our
products and services will continue to grow or, if they do, that they will be strong and continue to grow at a sufficient pace. If
marxets fail to grow, grow more slowly than expected or become saturated with competitors, our business, financial condition
and results of operations will be materially adversely affected.

Competition in our industry is intense and could reduce or eliminate our profitability.

The PBM industry is very competitive. If we do not compete effectively, our business, results of operations, financial
condition or cash flows could suffer. The industry is highly consolidated and dominated by a few large companies with
significant resources, purchasing power and other competitive advantages, which we do not have. A limited number of firms,
including national PBM companies such as Medco, Express Scripts, Inc., and CVS/Caremark Rx, Inc., have significant market
share of the prescription volume, Qur competitors also include drug retailers, physician practice management companies, and
insurance companies/health maintenance organizations, We may also experience competition from other sources in the future.
PBM companies compete primarily on the basis of price, service, reporting capabilities and clinical services. [n most cases, our
comyetitors are large, profitable and well-established companies with substantially greater financial and marketing resources
than our resources.

Consolidation in the healthcare industry could materially adversely affect our business, financial condition and
results of operations.

Many healthcare industry participants are consolidating to create integrated healthcare delivery systems with greater
market power. As provider networks and managed care organizations consolidate, thereby decreasing the number of market
participants, competition to provide products and services like ours will become more intense, and the importance of establishing
relationships with key industry participants will become greater. In the past we have lost customers as a result of industry
consolidation. In addition, industry participants may try to use their market power to negotiate price reductiens for our products
and services. Further, consolidation of management and billing services through integrated delivery systems may decrease
demand for our products. If' we are forced to reduce prices as a result of either an imbalance of market power or decreased
demard for our products, revenue would be reduced and we could become significantly less profitable.
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Future changes in laws or regulations in the healthcare industry could adversely affect our business.

The healthcare industry is highly regulated and is subject to changing political, economic and regulatory influences. For
example, the Balanced Budget Act of 1997 (Public Law 105-32) contained significant changes to Medicare and Medicaid and
had an impact for several years on healthcare providers’ ability to invest in capital intensive systems. In addition, the Health
Insurance Portability and Accountability Act of 1996 (“HIPAA™) and Canadian privacy statutes directly impact the healthcare
industry by requiring various security and privacy measures in order to ensure the protection of patient health information. More
recently, increased government involvement in healthcare, such as the Medicare Prescription Drug, Improvement and Med-
ernization Act of 2003, the Deficit Reduction Act of 2005, and other U.S. initiatives at both the federal and state level could lower
reimbursement rates and otherwise change the business environment of our customers and the other entities with which we have
a business relationship. Further, existing laws and regulations are subject to changing interpretation by courts, regulatory
agencies, and agency officials. These factors affect the purchasing practices and operation of healthcare organizations. U.S.
federal and state legislatures have periodically considered programs to reform or amend the US healthcare system and to change
healthcare financing and reimbursement systems. Healthcare industry participants may respond by reducing their investments or
postponing investment decisions, including investments in our product offerings. The healthcare industry is expected Lo continue
to undergo significant changes for the foreseeable future, and we cannot predict the effect of possible future legislation and
regulation on our business, financial condition and results of operations.

BUSINESS RISKS

Demands by our customers for enhanced service levels or possible loss or unfavorable modification of contracts with
our customers could negatively affect our profitability.

As our customers face the continued rapid growth in prescription drug costs, they may demand additional services and
enhanced service levels to help mitigate the increase in spending. We operate in a very competitive PBM environment, and as a
result, may not be abie to increase cur fees to compensate for these increased services which could negatively affect our
profitability.

Due to the term of our contracts with customers, if we are unable to renew those contracts or replace any lost cus-
tomers, our future business and results of operation would be adversely affected.

Our contracts with customers generally do not have terms longer than three years and, in some cases, are terminable by the
customer on relatively short notice. Our larger customers generally seek bids from other PBM providers in advance of the
expiration of their contracts. In addition, we believe the managed care industry is undergoing substantial consolidation, and
another party that is not our customer could acquire some of our managed care customers. In such case, the likelihood such
customer would renew its PBM contract with us could be reduced.

Our business strategy of expansion through acquisitions may result in unexpected integration costs, loss of acquired
business andfor dilution to existing shareholders.

We look to the acquisition of other businesses as a way to achieve our strategy of expanding our product offerings and
customer base. The successful implementation of this acquisition strategy depends on our ability to identify suitable acquisition
candidates, acquire companies on acceptable terms, integrate the acquired company’s operations and technology successfully
with our own and maintain the goodwill of the acquired business. We are unable to predict whether or when it will be able to
identify any suitable additional acquisition candidates or the likelihood that any potential acquisition will be completed. It is also
possible that a potential acquisition will be ditutive to existing shareholders. In addition, while we believe it has the experience
and know-how 1o integrate acquisitions, such efforts entail significant risks including, but not limited to:

» a diversion of management's attention from other business concerns;
* failure to successfully integrate the operations, services and products of an acquired company;

+ possible inconsistencies in standards, controls, procedures and policies among the companies being combined or
assimilated which would make it more difficult to implement and harmonize company-wide financial, accounting,
billing, information technology and other systems;

» possible difficulties maintaining the quality of products and services that acquired companies have historically provided;

» required amortization of the identifiable intangible assets of an acquired business, which will reduce our net income inthe
years following its acquisition, and we also would be required to reduce our net income in future years if we were to
experience an impairment of goodwill or other intangible assets attributable to an acquisition;
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+ the potential loss of key employees or customers from either our current business or the business of the acquired
company; and

* the assumption of significant and/or unknown liabilities of the acquired company.

Our future success depends upon the ability to grow, and if we are unable to manage our growth effectively, we may
incur unexpected expenses and be unable to meet our customers’ requirements.

An important part of our business strategy is to cxpand the scope of its operations, both organically and through
acquisitions. We cannot be certain that our systems, procedures, controls and space will be adequate to suppert expansion of our
operations, and we may be unable to expand and upgrade our systems and infrastructure to accommodate any future growth.
Growth in operations will place significant demands on our management, financial and other resources. Cur fulure operating
results will depend on the ability of our management and key employees to successfully manage changing business conditions
and to implement and improve our technical, administrative, financial control and reporting systems. Our inability to finance
future growth, manage future expansion or hire and retain the personnel needed to manage our business successfully could have a
material adverse effect on our business, financial condition and results of operations.

Changes in the industry pricing benchmarks could adversely affect our financial performance.

Contracts in the prescription drug industry, including our contracts with our retail pharmacy networks and with our PBM
customers, generally use certain published benchmarks to establish pricing for prescription drugs. These benchmarks include,
but are not limited to, average wholesale price (AWP), average manufacturer price (AMP), Wholesale Acquisition Cost
("WAC"), Actual Acquisition Cost, Alternative Benchmark Price, Direct Price, Federal Upper Limit, Maximum Reimbursable
Arnount, Net Wholesale Price and Suggested Whotesale Price, Most of our contracts utilize the AWP standard. Recent events
have raised uncertainties as to whether payors, pharmacy providers, PBMs and others in the prescription drug industry will
continue to utilize AWP as it has previously been calculated or whether other pricing benchmarks will be adopted for
establishing prices within the industry. Specifically, in June 2005, a class action lawsuit was commenced in the U.S. District
Court for the District of Massachusetts by New England Carpenters Health Benefits Fund against FDB, one of several companies
that report data on prescription drug prices, and McKesson Company. Plaintiffs allege that defendants conspired to arbitrarily
raise AWP. On October 6, 2006, a settlement was proposed between plaintiffs and defendant FDB. The terms of the settlement
include FDB agreeing to (i) lower the reported AWP, (ii) cease publishing AWP after a two year notice period, and (jii) work with
major participants in the healthcare industry in court approved discussions intended to facilitate the establishment of a
sustainable benchmark for drug reimbursement. On June 7, 2007, the court granted preliminary approval of the terms of the
proposed seitlement. However, we cannot predict the precise timing of any of the proposed AWP changes upon final approval.

In the absence of any mitigating action on our part, the proposed reduction in FDB's AWP would have a material adverse
effect on the margin we earn. It may also create disruption in our retail networks due to the adverse impact on AWP-based retail
pharmacy pricing. However, most of our contracts with our customers and retail pharmacies contain terms that we believe will
enable us to mitigate the adverse effect of this proposed reduction in FDB's reported AWP.

Whatever the outcome of the FDB case, we believe that payors, pharmacy providers and PBMs will begin to evaluate other
pricing benchmarks as the basis for contracting for prescription drugs and benefit manageiment services in the future.

Due to these and other uncertainties, we can give no assurance that the short or long term impact of changes to industry
pricing benchmarks will not have a material adverse effect on our financial performance, results of operations and financial
condlition in future periods.

If we lose relationships with one or more key pharmaceutical manufacturers or if rebate payments we receive from
pharmaceutical manufacturers decline, our business, results of operations, financial condition or cash flows could

suffer.

We receive fees from our ¢lients for administering a rebate program with pharmaceutical manufacturers based on the use of
selected drugs by members of health plans sponsored by our clients, as well as fees for other programs and services. We belicve
our business, results of operations, financial condition or cash flows could suffer if:

* we lose relationships with one or more key pharmaceutical manufacturers;

* we are unable to finalize rebate contracts with one or more key pharmaceutical manufacturers for 2008, or are unable to
negoliate interim arrangements;

«» rebates decline due to the failure of our health plan sponsors to meet market share or other thresholds;
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» legal restrictions are imposed on the ability of pharmaceutical manufacturers to offer rebates or purchase our programs or
Services,

+ pharmaceutical manufactures choose not to offer rebates or purchase our programs or services; or
+ rebates decline due to contract branded products losing their patents.

Over the next few years, as patents expire covering many brand name drugs that currently have substantial market share,
generic products will be introduced that may substantially reduce the market share of these brand name drugs. Historicaily,
manufacturers of generic drugs have not offered formulary rebates on their drugs. Our profitability could be adversely affected if
the use of newly approved, brand name drugs added to formularies, does not offset any decline in use of brand name drugs whose
patents expire.

Government efforts to reduce health care costs and alter health care financing practices could lead to a decreased
demand for our services or to reduced rebates from manufacturers.

Efforts to contro] health care costs, including prescripticn drug costs, are underway at the federal and state government
levels. Congress is also currently considering proposals to reform the U.S. health care system. These proposals may increase
governmental involvement in health care and PBM services and may otherwise change the way our clients do business. Our
clients and prospective clients may react to these proposals and the uncertainty surrounding them by cutting back or delaying the
purchase of our PBM services, and manufacturers may react by reducing rebates or reducing supplies of certain products. These
proposals could lead to a decreased demand for our services or to reduced rebates from manufacturers.

In addition, both Congress and state legislatures are expected to consider legislation to increase governmental regulation of
managed care plans. Some of these initiative would, among other things, require that health plan members have greater access to
drugs not included on a plan’s formulary and give health plan members the right to sue their health plans for malpractice when
they have been denied care. The scope of the managed care reform proposals under consideration by Congress and state
legislatures and enacted by states to date vary greatly, and we cannot predict the extent of future legislation. However, these
initiatives could greatly limit our business practices and impair our ability to serve our clients.

If we are unable to compete successfully, our business, financial condition and results of operations will be adversely
affected.

The market for our products and services is fragmented, intensely competitive and is characterized by rapidly changing
technology, evolving indusiry standards and user needs and the frequent introduction of new products and services. We compete
on the basis of several factors, including: breadth and depth of services; reputation; reliability, accuracy and security of ils
software programs; ability to enhance existing products and services; ability to introduce and gain market acceptance of new
products and services quickly and in a cost-effective manner; customer service; price and cost-saving measures; and industry
expertise and experience.

Some of our competitors are more established, benefit from greater name recognition and have substantially greater
financial, technical and marketing resources than us. Furthermore, we expect that competition will continue to increase as a
result of consolidation in both the information technology and healthcare industries. If our competitors or potential competitors
were to merge or partner with one another, the change in the competitive landscape could adversely affect our ability to compete
effectively.

In addition, the healthcare information technology market is characterized by rapid technological change and increasingly
sophisticated and varied customer needs. To successfully compete in this market, we must continue to enhance our cxisting
products and services, anticipate and develop new technology that addresses the needs of our existing and prospective customers
and keep pace with changing industry standards on a timely and cost-effective basis. The development of our proprictary
technology entails significant technical and business risks, and it may not be successful in using new technologies effectively or
in adapting our proprictary technology to evolving customer requirements or industry practice. Morcover, competitors may
develop products that are more efficient, less costly, or otherwise better received by the market than us. We cannot assure that we
will be able to introduce new products in a timely manner, or at all, or that such products will achieve market acceptance.

There can be no assurance that we will be able to compete successfully against current and future competitors or that the
competitive pressures that we face will not materially adversely affect our business, financial condition and results of operations.
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Our software products are susceptible to undetected errors or similar problems, which may cause our systems to fail
to perform properly.

Complex software such as ours often contains defects or errors that are difficult to detect, even through testing, and despite
testing by us, our existing and future software products may contain errors. We strive to regularly introduce new solutions and
enhancements to our products and services. If we detect any errors before introducing a product, we may have to delay
commercial release for an extended peried of time while the problem is addressed and in some cases may lose sales as a result of
the delay. If we do not discover software errors that affect our products until after they are sold and become operational, we
woulld need to provide enhancements to correct such errors, which would result in unexpected additional expense and diversion
of resources to remedy such errors.

Any errors in our software or enhancements, regardless of whether or when they are detected or remedied, may result in
harm to our reputation, product Hability claims, license terminations or renegoltiations, or delays in, or loss of, market acceptance
ol our product offerings.

Furthermore, our customers might use our software together with products from other companies. As a result, when
ptoblems occur, it might be difficult to identify the source of the problem. Even when our software does not cause these
problems, the existence of these errors might cause us to incur significant costs, divent the attention of our technical personnel
from development efforts, impact our reputation or cause significant customer relations problems.

We have limited experience with our informedRx expanded service offering, which could constrain our profitability.

An important strategy for us is to increase our revenue per transaction. One of the ways in which we seek to do this is
through our informedRx expanded service offering. informedRx offers health plan sponsors a wide variety of pharmacy benefit
management services. This service offering consists of benefit plan design, management and claims adjudication, retail
pharmacy network management, formulary management and clinical services and rebate management. We are developing this
business by leveraging our existing managed care customer base, technology platform and processing infrastructure. Since we do
not have significant experience with offering and providing some of these services, there are considerable risks involved with this
strategy.

‘We may be liable for the consequences of the use of incorrect or incomplete data that we provide.

We provide data, including patient clinical information, to pharmaceutical providers for their use in dispensing prescription
drugs to patients. Third-party contractors provide us with most of this data. If this data is incorrect or incomplete, adverse
consequences, including severe injury or death, may occur and give rise to product liability and other claims against us. In
addition, a court or government agency may take the position that our delivery of health information directly, including through
pharmaceutical providers, or delivery of information by a third-party site that a consumer accesses through our websiles, exposes
it to personal injury liability, or other hability for wrongful delivery or handling of healthcare services or erroneous health
information. While we maintain product liability insurance coverage in an amount that we believe is sufficient for our business,
we cannot assure that this coverage will prove to be adequate or will continue 10 be available on acceptable terms, if at all. A
claim brought against us that is uninsured or under-insured could materially harm our business, financial condition and results of
operations. Even unsuccessful claims could result in substantial costs and diversion of management resources.

It is difficult to predict the length of the sales cycle for our healtheare software solutions.

The length of the sales cycle for our healthcare software solutions is difficult to predict, as it depends on a number of factors,
including the nature and size of the potential customer and the extent of the commitment being made by the potential customer.
Qur sales and marketing efforts with respect to pharmaceutical providers and payers generally involve a lengthy sales cycle due
to these organizations’ complex decision-making processes. Additionally, in light of increased government involvement in
healthcare and related changes in the operating environment for healthcare organizatiens, our current and potential customers
may react by curtailing or deferring investments, including those for our services. In many cases, our acquisition of new business
is dependent on us successfully bidding pursuant to a competitive bidding process. If potential customers take longer than we
expect to decide whether to purchase our solutions, our selling expenses could increase and our revenues could decrease or be
delaved, which could materially harm our business, financial condition and results of operations.

If we become subject to liability claims that are not covered by our insurance policies, we may be liable for damages
and other expenses that could have a material adverse effect on our business, results of operations, financial condi-
tion or cash flows.

Various aspects of our business may subject us to litigation and liability for damages, for example, the performance of PBM
services and the operation of our call centers and Web site. A successful product or professional liability claim in excess of our
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insurance coverage where we are required to pay damages, incur legal costs or face negative publicity could have a material
adverse effect on our business, results of operations, financial condition or cash flows, our business reputation and our ability to
attract and retain clients, network pharmacies, and employees. While we intend to maintain professional and general liability
insurance coverage at all times, we cannot provide assurances that we will be able to maintain insurance in the future, that
insurance will be available on acceptable terms or that insurance will be adequale to cover any or all potential product or
professional liability claims.

Our operations are vulnerable to interruption by damage from a variety of sources, many of which are not within our
control.

The success of our business depends in part on our ability 10 operate our systems without interruption. Our products and
services are susceptible to all the threats inherent in computer software and other technology-based systems. Our systems are
vulnerable 1o, among other things, power loss and teleccommunications failures, software and hardware errors, failures or
crashes, computer viruses and similar disruptive problems, and fire, flood and cther natural disasters. Although we take
precautions to guard against and minimize damage from these and other potential risks, including implementing disaster
recovery systems and procedures, they are often unpredictable and beyond cur control. Any significant interruptions in our
services could damage our reputation in the marketplace and have a material adverse effect on our business, financial condition
and results of operations.

We are dependent on key customers.

We generate a significant portion of our revenue from a small number of customers and for the year ended December 31,
2007; one customer accounted for 10.8% of our total revenue. If our existing customers elect not to renew their contracts with us
at the expiry of the current terms of those contracts, our recurring revenue base will be reduced, which could have a material
adverse effect on our results of operations. Furthermore, we sell most of our computer seftware and services to pharmacy benefit
management organizations, Blue Cross/Biue Shield organizatiens, managed care organizations and retail/mail-order pharmacy
chains. If the healthcare benefits industry or our customers in the healthcare benefits industry experience problems, they may
curtail spending on our products and services and our business and financial results could be materially adversely affected. For
example, we may suffer a loss of customers if there is any significant consolidation among firms in the healthcare benefits
industry or other participants in the pharmaceutical supply chain or if demand for pharmaceutical claims processing services
should decline.

Many of our clients put their contract out for competitive bidding prior to expiration. Competitive bidding requires costly
and time-consuming efforts on our behalf and, even after we have won such bidding processes, we can incur significant expense
in proceedings or litigation contesting the adequacy or faimess of these bidding processes. We could losc clients if they cancel
their agreements with us, if we fail to win a competitive bid at the time of contract renewal, if the financial condition of any of our
clients deteriorates or if our clients are acquired by, or acquire, companies with which we do not have contracts. Over the past
several years, self-funded employers, TPAs and other managed care companies have experienced significant consolidation.
Consolidations by their very nature reduce the number of clients who may need our services. A client involved in a merger or
acguisition by a company that is not a client of ours may not renew, and in some instances may terminate, its contract with us. Qur
clients have been and may continue to be, subject to consolidation pressures.

Our business depends on our intellectual property rights, and if we are unable to protect them, our competitive posi-
tion may suffer.

We do not have any patents on our technology. Nonetheless, our business plan is predicated on our proprietary systems and
technology. Accordingly, protecting our intellectual property rights is critical to our continved success and our ability to
maintain our competitive position. We protect our proprietary rights through a combination of trademark, trade secret and
copyright law, confidentiality and non-disclosure agreements with our employees, consultants, customers and suppliers, and
limiting access to our trade secrets and technology. We cannot assure that the steps we have taken will prevent misappropriation
of our technology, which could have a material adverse effect on our competitive position. Also, despite our efforts to protect our
proprietary rights, unauthorized parties may attempt to copy aspects of our intellectual property by reverse-engincering the
functionality of our systems or otherwise obtain and use information that we regard as proprietary. Policing unauthorized use of
our intellectual property is difficult and expensive, and we are unable to determine the extent, if any, to which piracy of our
intellectual property exists,

In addition, we may have to engage in litigation in the future to enforce or protect our intellectual property rights, and we
may incur substantial costs and the diversion of management's time and attention as a result.
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We may become subject to claims that we infringe the intellectual property rights of others, which, even if not suc-
cessful, could have a material adverse impact on our business.

We could be subject to intellectual property infringement claims from third parties as the number of our competitors grows and
our applications’ functionality overlaps with their products. There has been a substantial amount of intellectual property litigation in
<he information technology industries. While we do not believe that we have infringed or arc infringing on any proprietary rights of
third parties, we cannot assure that infringement claims will not be asserted against us or that those claims will be unsuccessful,
Zven if a claim brought against us is ultimately unsuccessful, we could incur substantial costs and diversion of management
resources in defending any infringement claims. Furthermore, a party making a claim against us could secure a judgment awarding
substantial damages as well as injunctive or other equitable relief that could effectively block our ability to develop and market our
products and services. We may be required to license intellectual property from third parties in order 1o continue using our products,
and we cannot assure that we will be able to obtain such licenses on commercially reasonable terms, or at all.

We may be unable to obtain, retain the right to use or successfully integrate third-party licensed technologies neces-
sary for the use of our technology, which could prevent us from offering the products and services which depend
upon those technologies.

We depend upon third-pariy licenses for some of the technology used in our solutions, and intend to continue licensing
technologies from third parties. These licenses might not continue to be available to us on commercially reasonable terms or at all.
Most of these licenses can be renewed only by mutual consent and may be terminated if we breach the terms of the license and fail io
cure the breach within a specified period of time. Our inability to obtain or renew any of these licenses could delay development of
our new product offerings or prevent us from selling our existing solutions until equivalent technology can be identified, licensed
and integrated, or developed by us, and there is no assurance as to when we would be able to do so, if at all. Lack of access to
required licenses from third parties could materially harm our business, financial condition and results of operations.

Most of our third-party licenses are non-exclusive. Our competitors may obtain the right 10 use any of the technology
covered by these licenses and use the technology 1o compete more effectively with us. Our use of third-party technologies
€xposes us to risks associated with the integration of components from various sources into our solutions, such as unknown
suftware errors or defects or unanticipated incompatibility with our systems and technologies. In addition, if our vendors choose
tc- discontinue support of the licensed technology in the future or are unsuccessful in their continued research and development
elforts, are unable to continue their business, decide to discontinue dealings with us or are acquired by a competitor or other party
that does not wish to deal with us, we may not be able to modify or adapt our own solutions to use other available technologies in
a timely manner, if at all.

We are subject to a number of existing laws, regulations, and industry initiatives, non-compliance with which could
adversely affect our business, financial condition and results of operations.

As a participant in the healthcare indusiry, cur operations and relationships, and those of its customers, are regulated by a
nvmber of federal, state, provincial and local governmental or regulatory requirements. We are directly subject to these statutes
and regulations. We are also impacted by them indirectly, in that our products must be capable of being used by our customers in
a manner that complies with those statutory and regulatory requirements. In some situations, our customers are required 1o
ensure us and their compliance with these laws through the terms of our contracts. Our inability to enforce compliance could
adversely affect the marketability of our products or expose us to liability. Because the healthcare technology industry as a whole
is atarelatively early stage of development, and many of the statutes and regulations that govern the healthcare industry are also
relatively recent, the application of many state, provincial and federal regulations to our business operations and to our customers
is uncertain. It is possible (hat a review by courts or regulatory authorities of our business practices or those of our customers
could result in a determination that could materially adversely affect us. The laws and regulations that most affect our business
and the risks related to these regulations are further discussed in “Business — Government Regulation”.

We cannot predict whether or when future healthcare reform initiatives by US federal or state, Canadian or other foreign
regulatory authorities will be proposed, enacted or implemented or what impact those initiatives may have on our business,
financial condition or results of operations. Additionally, government regulation could alter the clinical workflow of physicians,
hospitals and other healthcare participants, thereby limiting the utility of our preducts and services to existing and potentia}
customers and resulting in a negative impact on market acceptance of our products and services.

If our security is breached, outsiders could gain access to information we are required to keep confidential, we could
be subject to ligbility and customers could be deterred from using our services.

Our business relies on using the Internet to transmit confidential information. However, the difficulty of securely
transmitting confidential information over the Internet has been a significant barrier 1o engaging in sensitive communications
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over the Internet, and is an important concern of our existing and prospective customers. Publicized compromise of Internet
security, including third-party misappropriation of patient information or other data, or a perception of any such security breach,
may deter people from using the Internet for these purposes, which would result in an unwillingness 1o use our systems to
conduct transactions that involve transmitting confidential healthcare information. Further, if we are unable to protect the
physical and electronic security and privacy of our databases and transactions, we could be subject to potential liability and
regulatory action, our reputation and customer relationships would be harmed, and our business, operations and financial resuits
may be materially adversely affected.

We are highly dependent on senior management and key employees. Competition for our employees is intense, and
we may not be able to attract and retain the highly skilled employees that we need to support our business.

Our success largety depends on the skills, experience and continued efforts of our management and other key personnel, and
on our ability to continue to attract, motivate and retain highly qualified individuals, Competition for senior management and
other key personnel is intense, and the pool of suitable candidates is limited. If we lose the services of one or more of our key
employees, we may not be able to find a suitable replacement and our business, financial condition and results of operations
could be materially adversely affected.

Our ability to provide high-quality services to our customers also depends in large part upon the experience and expertise of our
employees generally. We must attract and retain highly qualified personnel with a deep understanding of the healthcare and healthcare
information technology industries. We compete with a number of companies for experienced personnel and many of these companies,
including customers and competitors, have greater resources than we have and may be able to offer more attractive terms of
employment,. In addition, we invest significant time-and expense in training our employees, which increases their value to customers
and competitors who may seek to recruit them and increases the cost of replacing them. If we are unable to atiract or retain qualified
employees, the quality of our services could diminish and we may be unable to meet our business and financial goals.

Our actual financial results may vary from our publicly disclosed forecasts.

Qur actual financial results may vary from our publicly disclosed forecasts and these variations could be material and
adverse. We periodically provide guidance on future financial results. These forecasts reflect numerous assumptions concerning
our expected performance, as well as other factors, which are beyond our control and which may not turm out to be correct.
Although we believe that the assumptions underlying our guidance and other forward-looking statements were and are
reasonable when we make such statements, actual results could be materially different. Our financial results are subject to
numerous risks and uncenainties, including those identified throughout these risk factors. If our actual results vary from our
announced guidance, the price of our Common Shares may decline, and such a decline could be substantial. We do not undertake
to update any guidance or other forward-looking information we may provide.

We may experience fluctuations in our financial results because of timing issues associated with our revenue recogni-
tion policy.

A portion of our revenue is derived from system sales, where we recognize revenue upon execution of a license agreement
and shipment of the software, as long as all vendor obligations have been satisfied and collection of license fees is probable. As
the costs associated with systern sales are minimal, revenue and income may vary significantly based on the timing of
recognition of revenue. Given that revenue from these projects is often recognized using the percentage of completion method,
our revenue from these projects can vary substantially on a monthly and quarterly basis. In addition, certain contracts may
contain undelivered elements or multiple deliverables, which may cause the applicable revenue to be deferred over multiple
periods. Accordingly, the timing and delivery requirements of customers’ orders may have a material effect on our operations
and financial results during any reporting period. In addition, to the extent that the costs required to complete a fixed price
contract exceed the price quoted by us, our results may be materially adversely affected.

We may not have sufficient liguidity to fund our future capital requirements, and we may not be able to access addi-
tional capital.

Our future capital requirements will depend on many factors, including our product development programs. In order to meet
capital requirements in excess of our available capital, we will consider additional public or private financings {(including the
issuance of additional equity securitics). There can be no assurance that additional funding will be available or, if available, that it
will be available on commercially acceptable terms. If adequate funds are not available, we may have to substantially reduce or
climinate expenditures for marketing, research and development and testing of our proposed products, or cbtain funds through
arrangements with partners that require us to relinquish rights to certain of our technologies or products. There can be no assurance
that we will be able to raise additional capital if our capital resources are exhausted. A lack of liquidity and an inability to raise
capital when needed would have a materia adverse impact on our ability to continue our operations or expand our business.
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If we are required to write off goodwill or other intangible assets, our financial position and results of operations
would be adversely affected.

We have goodwill and other intangible assets of approximately $25.7 millicn and $27.2 million as of December 31, 2007
and December 31, 2006, respectively. We periodically evaluate goodwill and other intangible assets for impairment. In the future
we may take charges against earnings in connection with acquisitions. Any determination requiring the write off of a significant
portion of our goodwill or other intangible assets could adversely affect our results of operations and our financial condition.

Our tax filings are subject to possible review, audit and/or reassessment and we may be liable for additional taxes,
interest or penalties if the final tax outcome is different from those provided for in our filings.

Although our primary operations are in the United States, we also have operations in Canada. Our income tax hability is
therefore a consolidation of the tax liabilities we expect to have in various locations. Qur tax rate is affected by the profitability of
our operations in all locations, tax rates and systems of the countries in which we operate, our tax policies and the impact of
certain tax planning strategies which we have implemented or may implement. To determine our worldwide tax liability, we
make estimates of possible tax liabilities. Qur tax filings, positions and strategies are subject to review under local or
international tax audit and the cutcomes of such reviews are uncertain. In addition, these audits generally take place years afier
the period in which the tax provision in question was provided and it may take a substantial amount of time before the {inal
cutcomne of any audit is known. Future final tax outcomes could also differ materially from the amounts recorded in our financial
statements. These differences could have a material effect on our financial position and our net income in the period such
Cetermination is made.

RISKS RELATED TO STOCK

If we are characterized as a passive foreign investment company (“PFIC”), our shareholders may be subject to
adverse US federal income tax consequences.

We do not expect to be a PFIC for US federal income tax purposes for our current taxable year. However, we must make a
szparate determination each year as to whether we are a PFIC and we cannot assure that we will not be 2 PFIC for our current
taxable year or any future taxable year. A non-US corporation generally will be considered a PFIC for any taxable year if either
(1) at least 75% of its gross income is passive income or (2) at least 50% of the value of its assets (based on an average of the
quarterly values of the assets during a taxable year) is attributable 1o assets that produce or are held for the production of passive
income. The market value of our assets may be determined in large part by the market price of our common shares, which is
likely to fluctuate. In addition, the composition of our income and assets will be affected by how, and how quickly, we use the
cash we raised in our July 2006 common share offering.

In general, if we are or become a PFIC, any gain recognized on the sale of securitiecs and any “excess distributions” (as
specifically defined in the United States Internal Revenue Code of 1986, as amended (the “Code”)) paid on the securities must be
rztably allocated to each day in a US taxpayer’s holding period for the securities. The amount of any such gain or excess
distribution allocated to prior years of such US taxpayer’s holding period for the securities generally will be subject to US federal
income tax at the highest tax applicable to ordinary income in each such prior year, and the US taxpayer will be required to pay
interest on the resulting tax liability for each such prior year, calculated as if such tax liability had been due in each such prior
yuar.

Alternatively, a US taxpayer that makes a timely qualified electing fund (“QEF") election with respect to a PFIC in which
the US taxpayer owns shares generally will be subject to US federal income tax on such taxpayer’s pro rata share of the PFIC's
“net capital gain” and “‘ordinary earnings” (as specifically defined under the Code), regardless of whether such amounts are
actually distributed by the PFIC. US taxpayers should be aware that there can be no assurance that we will satisfy record keeping
reguirements or that we will supply U.S. taxpayers with the required information under the QEF rules, in event that the Company
is a PFIC and a U.S. taxpayer wishes to make a QEF election. As a second alternative, a US taxpayer may make a
“raark-to-market election” if we are a PFIC and our shares are “marketable stock” (as specifically defined under the Code).
In general, a US taxpayer that makes a mark-to-market election generally will include in gross income, for each taxable year in
which we are a PFIC, an amount equat to the excess, if any, of {a) the fair market value of the shares as of the close of such taxable
year over (b) such U.S. taxpayer's tax basis in such shares. QEF and mark-to-market elections are generally not available with
respect to warrants or convertible securities of a PFIC.

The foregoing description is a general description only, and does not seek to describe in detail the tax consequences to US
investors if we should be or become a PFIC, or any other potential US tax consequences of purchasing, holding or disposing of
securities of ours. Investors should consult their tax advisors concerning these potential tax consequences.
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We may lose our foreign private issuer status in the future, which could result in significant additional costs and
expenses to the Company.

In order to matntain our current status as a foreign private issuer (“FPI”) for U.S. securities law purposes, a majority of our
commeon shares must be either directly or indirectly owned by non-residents of the United States, as we do not currently satisfy
any of the additional requirements necessary to preserve this status. We may in the future lose our FPI status if a majority of our
shares are held in the U.S. and we continue to fail to meet the additional requirements necessary 1o avoid loss of FPI status. The
regulatory and compliance costs to us under U.S. securities laws as a U.S. domestic issuer may be significantly more than the
costs the Company incurs as a Canadian foreign private issuer eligible to use the Multi-Jurisdictional Disclosure System
("MIDS”). If we are not a FPI, we would not be eligible to use the MIDS or other foreign issuer forms and would be required to
file periodic and current reports and registration statements on U.S. domestic issuer forms with the U.S. Securities and Exchange
Commission (“SEC”), which are more detailed and extensive than the forms available to a FPL. We may also be required to
prepare our financial statements in accordance with U.S. generally accepted accounting principles. In addition, we may lose the
ability to rely upon exemptions from NASDAQ corporate governance requirements that are available to foreign private issuers.
Further, if we engage in capilal raising activities after losing our FPI status, there is a higher likelihood that investors may require
us to file resale registration statements with the SEC as a condition to any such financing.

In the expectation that we may lose our FPI status, we have elected to make U.S. GAAP our primary source of accounting
principles effective January 1, 2008. In preparation for such change, for our fiscal year ended December 31, 2007 we will
voluntarily file with the SEC an annual report on Form 10-K, which will include our consolidated financial statements prepared
in accordance with U.S. GAAP. Beginning with the first quarterly report on Form 10-Q for 2008, we will be required to include a
reconciliation to Canadian GAAP for two years, ending with the 2009 annual report on Form 10-K.

RISKS RELATED TO THE NMHC ACQUISITION

Our business may be adversely affected by the NMHC Acquisition andfor the failure to consummate the acquisition.

We have spent significant time and financial resources preparing for the NMHC Acquisition. There are uncertainties and
other factors that may affect our business prior to the consurmmation of the NMHC Acquisition, including:

* the outcome of any litigation and judicial actions or proceedings that may be instituted against us and others relating to
the NMHC Acquisition, including any legislative or regulatory action;

* management’s atlention 1o our day to day business and potential growth opportunities may be diverted during the
pendency of the NMHC Acquisition;

* uncerainties with respect to the NMHC Acquisition may adversely affect our existing relationships with our employees,
customers and vendors; and

* certain costs relating to the NMHC Acquisition, such as legal, accounting and financial advisory fees, are payable by us
whether or not the NMHC Acquisition is completed.

Additionally, there are uncertainties and other factors that may affect the timing of the consummation of the NMHC
Acquisition, as well as whether or not the NMHC Acquisition will be consummated at all, including:

* the occurrence of any event, change or other circumstances that could give rise (o the termination of the Merger
Agreement;

» the failure to satisfy conditions to the consummation of the NMHC Acquisition;
= the failure of the Company to obtain the necessary financing arrangements; and
» the failure of the NMHC Acquisition to close for any other reason.

In the event that the NMHC Acquisition is not completed in a timely manner, or at all, we may be subject to several risks,
including that the current market price of our common stock may be adversely affected, that our current plans and operations
may be disrupied and the potential difficulties related to employee retention as a result of any delay of the completion of the
NMHC Acquisition.

The consummation of the NMHC Acquisition is subject to a number of conditions; if these conditions are not satis-
Jfied or waived, we will not be able to consummate the transactions contemplated by the Merger Agreement.

The Merger Agreement contains a number of conditions which must be satisfied or waived prior to the closing of the
acquisition. These conditions include, among others, (i) the expiration or termination of any applicable waiting period under the
Hart-Scott-Rodino Improvements Act of 1976, as amended, and obtaining other regulatory approvals, (ii) the effectiveness of a
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ragistration statement with respect to the issuance of our common stock, (iii) accuracy of the representations and warranties of
each of the Company and NMHC, (iv) that no material adverse effect will have occurred with respect to NMHC, and (v) that the
Company will have available to it proceeds from a financing on terms consistent with the Debt Commitment Letter or, if
unavailable, from an alternative financing described in the Merger Agreement. We cannot assure you that these conditions will
be satisfied or waived and consequently whether the NMHC Acquisition will be completed.

The NMHC Acquisition is the largest acquisition we have proposed to date. We will face challenges integrating
NMHC’s operations and technology and may not realize anticipated benefits.

The NMHC Acquisition is the largest acquisition we have proposed to date. There is a risk that, due to the size of the
acquisition, we will be unable to effectively integrate NMHC into our operations, which would result in fewer benefits to us from
this acquisition than are currently anticipated as well as increased costs. The NMHC Acquisition involves numerous integration
risks, including:

« difficulties in the assimilation of operations, services, products and personnel,

» the diversion of management’s attention from other business concerns;

-

the potential loss of key employees;

the consolidation of functional areas, such as sales and marketing operations;

« possible inconsistencies in standards, controls, procedures and policies, business cultures and compensation structures
between NMHC and the Company:

the integration and management of the technologies and products of the two companies, including the consolidation and
integration of information systems; and

« the coordination of geographically separate organizations.

If the integration is not successful, or if we fail to implement our business strategy with respect o the acquisition, we may
not be able to achieve expected results, we may not be able to support the amount of consideration paid for NMHC, and our
business, financial condition and results of operations may be adversely effected.

Among the factors considered by our board of directors in connection with their approval of the merger agreement were the
benefits that could result from the transaction. We cannot give any assurance that these benefits will be realized within the time
periods contemplated or even that they will be realized at all.

If we experience a high turnover rate of NMHC employees after the acquisition, we may not be able to effectively
integrate their operations and technology.

In order to successfully integrate NMHC's operations and technology into our own, we will require the continued services
of NMHC's sales, software development and professional services employees after the acquisition. The pool of qualified
personnel with experience in the healthcare and the healthcare information technology industries is limited. Competition for
such qualified personnel can be intense, and we might not be successful in retaining NMHC’s employees. [f we experience a high
wrnover rate for NMHC employees, we may not be able to effectively integrate NMHC’s systems and operations.

We may fail to attract new customers or lose current custormers as ¢ result of the NMHC Acquisition,

The NMHC Acquisition may cause disruptions, including potential lass of customers and other business partners, in our or
NMHC's business, which could adversely affect our business, financial condition and results of operations, We may experience
ditficulty in supporting and transitioning NMHC’s cusiomers, and, consequently, certain of our current or potential new
customers may cancel or defer requests for our services. If we fail to attract new customers or generate additional business from
our current customers, we may not achieve our planned growth.

The market price of our common shares may decline following the transaction.

The market price of our commeon shares may decline following the transaction as a result of any number of factors,
including:

+ if the integration efforts are unsuccessful, are more difficult than expected or longer than expected;

* if the expected benefits of the acquisition of NMHC are not achieved as rapidly or 1 the extent anticipated by financial
analysts or investors;
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* if the effect of the acquisition of NMHC on our financial results is not consistent with the expectations of financial
analysts or investlors;

*+ changes in key management personnel;
+ changes in the business, operations or our prospects, including as a result of actions by competilors;
+ litigation and/or regulatory developments; and
= general market and economic conditions.
Many of these factors are beyond our control,

In connection with the NMHC Acquisition, we estimate that the Company will issue approximately 2.9 million additional
shares of the Company’s common stock. The increase in the number of shares of issued Company common stock may lead to
sales of such shares or the perception that such sales may occur, either of which may adversely affect the market for, and the
market price of, our common stock.

The consummation of the NMHC Acquisition and future acquisitions may result in potentially dilutive issuances of
our common stock.

After completion of the Merger, our current stockholders will own a smatler percentage of the combined company and its
voling stock than they currently own. It is possible that the price of the commeon stock of the combined company will decrease
following consummation of the Merger. To the extent that the price our common stock declines as a result of the belief that the
value of the stock to be issued in connection with the Merger is greater than the value of the Company’s business, together with
any synergies to be achieved from its combination with NMHC, the Merger could have a dilutive effect on the value of the
common stock held by current Company stockholders.

If the NMHC Acquisition is completed we will assume all of NMHUC’s liabilities, including contingent liabilities. If
these liabilities are greater than expected, or if there are unknown NMHC obligations, our business, financial condi-
tion and results of operations could be adversely affected.

As aresult of the NMHC Acquisition, the Company will assume all of NMHC's liabilities, including contingent liabilities.
We may learn additional information about NMHC's business that adversely affects us after we acquire NMHC or issues that
could affect our ability to comply with applicable laws and regulatory requirements, including laws and regulations governing
the healthcare industry. Among other things, if NMHC'’s liabilities are greater than expected, or if there are obligations of NMHC
of which we are not aware at the time of completion of the acquisition, our business, financial condition and results of operations
could be adversely affected.

Failure to obtain the approval of governmental authorities or consent of third parties under contracts of NMHC could
have an adverse effect on our business following completion of the Merger.

There are a number of licenses held by NMHC and contracts to which NMHC is a party that provide that NMHC must
obtain the approval of the governmental authority issuing the license or the consent of the other party to the contract, as the case
may be, in connection with completion of the transaction. It is not a condition to completion of the transactions that each of these
consents under these contracts be obtained or that the approval of the applicable governmental authority that issued the license be
obtained, unless in the case of the licenses failure to obtain such approval would make the Merger illegal or would, individually
or in the aggregate have a material adverse effect on NMHC or, after the transactions, the Company. Failure to obtain these
consents and approvals could have an adverse effect on the Company.

Indebtedness incurred in connection with the NMHC Acquisition could have an adverse effect on our operations and
Jinancial condition.

In connection with the NMHC Acquisition we will enter into new $58 million Senior Secured Credit Facilities. Qur
significantly increased debt level and related debt service obligations following the acquisition, if consummated and will be
highly leveraged following completion of the Merger:

= will require us to dedicate significant amounts of our cash flow to the payment of principal and interest on our debt which
will reduce the funds we have available for other purposes;

will limit our liquidity and operational flexibility in changing economic, business and competitive conditions which
could require us to defer planned capital expenditures, reduce discretionary spending, andfor defer acquisitions or other
strategic opportunities;

+ will impose on us additional financial and operational restrictions;
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» limit our ability to compete with companies that are not as highly leveraged, or whose debt is at more favorable interest
rates and other terms and that, as a result, may be better positioned to withstand economic downturns: and

* will expose us to increased interest rate risk due to variable interest rates under the Credit Facilities.

Our financial and operating performance is subject to prevailing economic and industry conditions and to financial,
business and other factors, some of which are beyond our control. There can be no assurances that we will generate sufficient
cash flow from operations or that future borrowings will be available to pay indebtedness or to fund our other liquidity needs.

We may not be able to generate sufficient cash to service the indebtedness incurred in connection with the NMHC
Acquisition.

Our ability to make scheduled payments on our debt obligations depends on our financial and operating performance, which
is subject to prevailing economic and competitive conditions and 10 certain financial, business and other factors beyond our
control. Based on our current and projected operations, we believe our cash flow from operations, available cash and available
borowings will be adequate 1o meet our liquidity needs for the foreseeable future, There can be no assurances, however, that our
business will generate sufficient cash flow from operations or that future borrowings will be available to us in an amount
sufficient to enable us 1o pay our indebtedness or to fund other liquidity needs.

If our cash flows and capital resources are insufficient to fund our debt service obligations, we may be forced to reduce or
delay capital expenditures, sell assets or operations or seek additional capital. We cannot assure you that we would be able to take
any of these actions or that these actions would be successful and permit us to meet our scheduled debt service obligations. If we
cznnot make scheduled payments on our debt, we will be in default, and as a result our lenders could declare all outstanding
principal and interest to be due and payable, foreclose against the assets securing cur borrowings from them and we could be
forced into bankruptcy or litigation.

The terms of the Company’s proposed financing agreements impose many restrictions on the Company. If the Com-
pany fails to comply with any of these restrictions following the Merger, if consummated, could result in acceleration
of the Company’s debt.

The operating and financial restrictions and covenants set forth in the Company’s proposed financing agreements may
adversely affect our ability to finance future operations or capital needs or to engage in new business activities, The existing and
proposed debt agreements restrict the Company’s ability to, among other things:

* incur liens; )
« make loans;

« incur additional indebtedness or make guarantees;

* make acquisitions and investments;

» amend or otherwise alter debt and other material agreements; and

* engage in asset sales.

In addition, the Company’s proposed financing agreements require that the Company comply with certain financial
covenants, including certain financial ratios. As a result of these covenants and ratios, the Company will be limited in the manner
in which it can conduct its business, and we may be unable to engage in favorable business activities or finance future operations
or capital needs. Accordingly, these restrictions may limit our ability to successfully operate the business. A failure 10 comply
with these restrictions or to maintain the financial ratios contained in the existing and proposed debt agreements could lead to an
event of default that could result in an acceleration of the indebtedness, We cannot assure you that our future operating results
will be sufficient to ensure compliance with the covenants in the proposed debt agreements or to remedy any such default.

ITEM 1B. UNRESOLVED STAFF COMMENTS

None.

ITEM 2. PROPERTIES

The Company's principal business operations are conducted from a 65,782 square foot leased office facility located at 2441
Wasrenville Road, Suite 610 in Lisle, Illinois (outside of Chicago). This lease expires in January 2018.
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The Company also leases the following office space related to its various U.S. locations:

* 22,487 square feet of office space at 738 Louis Drive, Warminster, Pennsylvania, which was assumed as a result of the
HBS acquisition in 2004 and which expires in September 2008.

* 9,846 square feet of office space located at 8444 North 90th Street, Suite 100, Scousdale, Arizona, which expires in
February 2012,

* 11,127 square feet of office space located at 3025 Windward Plaza, Suite 200, Alpharetta, Georgia (outside of Atlanta),
which expires in September 2012,

The Company’s Canadian operations are conducted primarily from an 8,100 square foot leased facility at 555 Industrial
Drive in Milton, Ontario, which expires in May 2008. In addition, the Company leases 3,272 square feet of office space located at
3960 Quadro Street, Suite 505 in Victoria, British Columbia. This lease expires in March 2011.

We believe these properties are adequate for the Company’s current operations.

ITEM 3. LEGAL PROCEEDINGS

From time (o time we become subject to legal proceedings and claims in the ordinary course of business. Such claims, even
if without merit, could result in the significant expenditure of our financial and managerial resources. We are not aware of any
legal proceedings or claims that we believe will, individually or in the aggregate, materially harm our business, results of
operations, financial condition er cash flows.

ITEM 4. SUBMISSION OF MATTERS FOR A VOTE OF SECURITY HOLDERS

There were no matters submitted to a vote of security holders during the quarter ended December 31, 2007,

PART 1I

ITEM 5. MARKET FOR REGISTRANT'S COMMON EQUITY, RELATED STOCKHOLDER MATTERS AND
ISSUER PURCHASES OF EQUITY SECURITIES

Market Information

The Company’s common stock is traded on the Toronto Stock Exchange (“TSX™) and NASDAQ Global Market
{“NASDAQ™) under the symbol “SXC” and “SXCI," respectively. Price information given for the TSX has been adjusted
to give effect to the Company's four-to-one share consolidation. which occurred on June 5, 2006. Amounts related to trading on
the TSX are given in Canadian dollars. The following table sets forth for each period indicated the high and low closing prices for
the Company’s common stock on the TSX:

High Low
2006
FIrst qUarter . . .. .o e e C$16.80  C310.40
Second QUAMET. . . ..ot e e C$18.12 C$i2.30
Third QUATIET . - - . o e s C$19.10  C$12.75
FOUrth qUATTET - . . o o i e e C$23.47 C$17.30
2007
First quarter . ... ... .. e C$25.04 C$20.83
SECONd QUATTEL. . . . . oot e e e C$30.62 C$22.05
Third quarter. . . . ..o e e e C$31.50 C$15.65
Fourth quarter . . ... .. ... C$15.00 C$11.60



The Company’s common stock began trading on the NASDAQ on June 23, 2006. The following table sets forth for each
period indicated the high and low closing prices for the Company’s common stock on the NASDAQ:

_High —_Low
2006
June 23 through June 30 . . . .. ... .. . e $11.80 3$10.90
Third QUAKTET . . . . ot e e $17.11 %1132
FOUMN QUATIET . .« ot e e e et et e et et e e st a e e $20.52 $15.33
2007
0 ST L R $21.20 $1791
SECONG QUATLET + « 4 o v v vt et s e e e e e e e e e e e $28.77 $19.08
Third QUATET . . . v vttt e e e e e e e e e $31.38 31563
FOUMth QUATIET . o v v vt et e ettt ettt e e e e e $1595 31145

On March 6, 2008, the closing sale price of the common stock, as reported by the TSX and NASDAQ was Cdn.$11.86 and
$12.04 per share, respectively. As of March 6, 2008, there were approximaiely 4,766 holders of the Company’s common stock
either of record or in street name.

Dividend Policy

The Company has never paid a dividend on its commen stock and has no present intention on commencing the payment of
cash dividends. It is possible that the Board could determine in the future, based on the Company’s financial and other relevant
circumstances at that time, to pay dividends.

Stock Performance Graphs

The following graph shows a (wo-year comparison of cumulative returns for the Company’s stock, as compared to the
Nasdagq Composite Index, as of December 31 of each year indicated. The graph assumes an initial investment of $100 was made
on June 13, 2006 (the date of the initial public offering).

5150

$140

$130
£
S $120
<
4
= $110
5100
590
580 T
6/1372006 2006 2007
|:—.-—SXC — &~ - Nasdag Composite —gig—S&P Healthcare index
Cumalative Total Return
6/13/2006 2006 2007
SXC $100.00 $143.46 $103.13
Nasdaq Composite $100.00 $116.54 $127.98
S&P Healthcare index $100.00 $111.91 $117.94
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The following graph shows a five-year comparison of cumulative returns for the Company’s stock, as compared to TSX
Composite Index, as of December 31 of each year indicated. The graph assumes an initial investment of $100 was made on
January 2, 2003.
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Cumutative Total Return
1212003 2003 2004 2005 2006 2007
SXC $100.00 | $371.43 | $201.43 | $392.86 | $837.14 | $520.00
TSX Composite $100.00 | $124.29 | $139.79 | $170.42 | $195.15 | $209.13
S&P/TSX Capped Health Care Index $100.00 | $115.10 | $55.05 $91.21 $92.17 $68.90

The information in this “Performance Graph” section shall not be deemed to be “soliciting material” or to be “filed” with
the Securitics and Exchange Commission or subject to Regulation 14A or 14C, or to the liabilities of Section 18 of the Securities

Exchange Act of 1934,

Recent Sales of Unregistered Securities

Not applicable.
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ITEM 6. SELECTED FINANCIAL DATA

The following selected financial data as at December 31, 2007, 2006 and 2005 and for each of the years in the three year
period ended December 31, 2007 has been derived from the audited financial statements of the Company prepared in accordance
with U.S. GAAP contained elsewhere in this annual report. The selected financial data as at December 31, 2004 and for the year
ended December 31, 2004 has been constructed from the fiscal 2004 audited financial statements of the Company prepared in
zccordance with Canadian GAAP and reconciled to U.S. GAAP. Selected financial data for fiscal 2007, 2006, 2005, and 2004 is
in accordance with U.S. GAAP. Selected financial data as at and for the 10 month period ended December 31, 2003 is presented
in accordance with Canadian GAAP. The Company is unable to present these amounts in accordance with U.S. GAAP without
unreasonable effort and expense. The selected financial data should be read in conjunction with “Management's Discussion and
Analysis of Financial Condition and Results of Operations” and the audited consolidated financial statements, including notes
thereto.

For the Years Ended December 21, Terll)x:;tbh:r%l:?w
2007(6) 2006(4)(5) 2005(3) 20042)(5) 200301)

(In thousands except per share data)

Statement of Operations Data:

WVENUE. . . et e i it $ 93171 $ 80923 § 54,123 $ 33042 $ 28,689
Metincome . ...........ooiiua... $ 13,146 3 13647 3% 7722 % 2,294 $ 2,910
Met income per share, basic .. ... .. ... $ 063 % 073 % 052 % 0.19 $ 0.27
Met income per share, diluted . .. ... ... $ 061 § 069 §% 050 § 018 3 0.25
Weighted average common shares

outstanding:

Basic............ ... . . ... 20,755,372 18,710,370 14,805,857 11,844,361 10,871,681

Diluted. . .. ................... 21,562,754 19,700,139 15,437,138 12,406,018 11,588,050

ialance Sheet Data:

Totalassets ..................... $ 159479 $ 131415 $ 81,304 % 70,759 $ 31989
Long-term debt. . . ................ $ — 5 — 3 13103 § 14,184 3 8,162
Total stockholders’ equity . .......... $ 132457 5 111490 $ 59471 8 32,553 $ 17,844
Motes:

(1) Information is derived from the audited financial statements for the 10 months ended December 31, 2003 prepared in
accordance with Canadian GAAP, On October 14, 2003, the Board of Directors of th: Company approved a change in the
Company's year end from February 28 to December 31.

(2) On December 17, 2004, the Company, through a wholly-owned subsidiary, acquired all of the outstanding shares of Health
Business Systems, Inc. (“HBS"), based in Warminster, Pennsylvania, which provides retail pharmacy management systems
and workflow technology. The results of operations of the acquired business are included from the date of acquisition on
December 17, 2004 and for the entire year subsequently. Refer to Note 5 of the consclidated financial statements for more
information.

(3) On November 29, 2005, the Company completed a public offering in Canada of 2,250,000 common shares at a price of
Cdn$10.00 per common share. The gross proceeds of the offering were $19,231,000 (Cdn.$22,500,000) Share issuance costs
were approximately $1,300,000..

(4) On June 22, 2006, the Company completed a public offering in Canada and the U.S. of 3,200,000 common shares at a price
of Cdn.$13.50 per common share. The gross proceeds of the offering were $38,660,000 (Cdn.$43,200,000), excluding
underwriting fees and issvance costs of $2,596,000 and $1,384,000, respectively..

(%) As of January 1, 2004, the Company adopted the fair value method of accounting for stock-based compensation accordance
with FASB Statement No. 123, Accounting for Stock-Based Compensation. In addition, effective January 1, 2006, the
Company is required to apply the provisions of FASB Statement No. 123R, Share based Payment. Both standards were
adopted using the modified-prospective transition method and, as a result, no stock based compensation expense was
recorded for the ten months ended December 31, 2003. Refer to Note 2(t) of the consolidated financial statemnents for more
information.

(6 Effective January 1, 2007, the Company adopted the provisions of FASB Interpretation No. 48, Accounting for Uncertainty
in Income Taxes and, as a result, the Company recognized an adjustment in the liability for unrecognized income tax benefits
of $155,000 as a reduction in the beginning balance of retained earnings that the other years do not consider.
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ITEM 7. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF
OPERATIONS

This Management Discussion and Analysis ("MD&A”) of SXC Health Solutions Corp., formerly Systems Xcellence, Inc.
{the “Company’ ) should be read in conjunction with the audited consolidated financial statements. This MD&A also contains
forward looking statemenis and should be read in conjunction with the risk fuctors described in Item 1A “Risks Factors.”

Certain information in this MD&A, in various filings with regulators, in reports to shareholders and in other commu-
nications is forward-looking within the meaning of certain securities laws and is subject to important risks, uncertainties and
assumptions. This forward-looking information includes, amongst others, information with respect to the Company's objectives
and the strategies 1o achieve those objectives, as well as information with respect to the Company 's beliefs, plans, expectations,
anticipations, estimates and intentions. There are a number of imporiant factors that could cause actual results to differ
materially from those indicated by such forward-looking statements. Such factors include, but may not be limited 1o, the ability of
the Company to adequately address: the risks associated with further market acceptance of the Company's products and
services; its ability to manage its growth effectively; its reliance on key customers and key personnel; industry conditions such as
consolidation of customers, competitors and acquisition targets; the Company’s ability 1o acquire a company, manage
integration und potential dilution; the impact of technology changes on its producis/service offerings, including impact on
the intellectual property rights of others; the impacts of regulation and legislation changes in the healthcare industry; and the
sufficiency and fluctuations of its liquidity and capital needs.

When relying on forward-looking information to make decisions, investors and others should carefully consider the
Joregoing factors and other uncertainties and potential evenis. In making the forward-looking statements contained in this
MD&A, the Company does not assume any significant acquisitions, dispositions or one-time items. It does assume, however, the
renewal of certain customer contracts. Every year, the Company has major customer contracts that it needs to renew. In addition,
the Company also assumes new customer contracts. In this regard, the Company is pursuing large opportunities that present a
very long and complex sales cycle which substantially affect its forecasting abilities. The Company has assumed a certain timing
Jor the realization of these opportunities which it thinks is reasonable but which may not be achieved. Furthermore, the pursuit of
these larger opportunities does not ensure a linear progression of revenue and earnings since they may involve significant up-
Jront costs followed by renewals and cancellations of existing contracts. The Company has assumed certain revenues which may
not be realized. The Company has also assumed that the material factors referred to in the previous paragraph will not cause
such forward-looking information to differ materially from actual results or events. The foregoing list of factors is not exhaustive
and is subject 10 change and there can be no assurance that such assumptions will reflect the actual outcome of such items or
Jactors. For additional information with respect 10 certain of these and other factors, refer to the risks and uncertainties section

of Item 1A of this Form 10-K.

THE FORWARD-LOOKING INFORMATION CONTAINED IN THIS MD&A REPRESENTS THE COMPANY'S CUR-
RENT EXPECTATIONS AND, ACCORDINGLY, IS SUBJECT TO CHANGE. HOWEVER, THE COMPANY EXPRESSLY
DISCLAIMS ANY INTENTION OR OBLIGATION TO UPDATE OR REVISE ANY FORWARD-LOOKING INFORMATION,
WHETHER AS A RESULT OF NEW INFORMATION, FUTURE EVENTS OR OTHERWISE, EXCEPT AS REQUIRED BY
APPLICABLE LAW.

All figures are in U.S. dollars unless otherwise siated.

Overview

Effective June 27, 2007, the Cempany changed its name to SXC Health Solutions Corp. from Systems Xcellence, Inc. and
was continued under the Business Corporations Act (Yukon). Shareholders approved the name change and the continuance at the
annual and special meeting of sharcholders held on May 16, 2007.

The Company is a leading provider of healthcare information technology solutions and services to providers, payers and
other participants in the pharmaceutical supply chain in North America. The Company’s preduct offerings include a wide range
of pharmacy benefit management services and software products for managing prescription drug programs and for drug
prescribing and dispensing. The Company’s solutions are available on a license basis with on-going maintenance and support or
on a transaction fee basis using an Application Service Provider (“ASP") model. The Company’s payer customers include over
70 managed care organizations, Blue Cross Blue Shield organizations, government agencies, employers and intermediaries such
as Pharmacy Benefit Managers. The Company’s provider customers include over 1,400 independent, regional chain, institu-
tional, and mail-order pharmacies. The solutions offered by the Company’s services assist both payers and providers in
managing the complexity and reducing the cost of their prescription drug programs and dispensing activities.

The Company's profitability depends primarily on revenue derived from transaction processing services, software license
sales, hardware sales, maintenance, and professional services. Recurring revenue remains a cornerstone of the Company’s
business model and consists of transaction processing services and maintenance. Growth in revenue from recurring sources has
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b2en driven primarily by growth in the Company’s transaction processing business in the form of claims processing and
pharmacy benefit administrative services (InformedRx) for its payer customers and switching services for its provider
customers. Through the Company’s transaction processing business. where the Company is generally paid based on the
volume of transactions processed, the Company continues to benefit from the growth in pharmaceutical drug use in the United
States. The Company believes that aging demographics and increased use of prescription drugs will continue to benefit the
transaction processing business. In addition to benefiting from this industry growth, the Company continues to focus on
increasing recurring revenue in the transaction processing segment by adding new transaction processing customers to its
existing customer base. The recognition of revenue depends on various factors including the type of service provided, contract
parameters, and any undelivered elements. For information on the Company’s revenue recognition policies see the “Critical
Accounting Policies and Estimates™ section of this MD&A.

The Company’s expenses primarily consist of cost of revenue, product development costs and selling, general and
administrative (“SG&A™) costs. Cost of revenue includes costs related to the products and services provided to customers and
costs associated with the operation and maintenance of the transaction processing centers. These costs include salaries and
related expenses for professional services personnel, transaction processing centers’ personnel, customer support personnel, any
hardware or equipment sold to customers and depreciation expense related to its data center operations. Product development
costs consist of staffing expenses to produce enhancements and new initiatives, SG&A costs relate to selling expenses,
commissions, marketing, network administration and administrative costs, including legal, accounting, investor relations and
corporate development costs.

20107 Financial Highlights

For the year ended December 31, 2007, the Company’s financial position and growth prospects continued to strengthen in a
number of key areas. Selected financial highlights for the years ended 2007 and 2006 arc noted below:

« Total revenue increased $12.3 million, or 15%, to $93.2 million for the year ended December 31, 2007 from $80.9 million
for the same peried in 2006.

« Recurring revenue (consisting of transaction processing and maintenanc ¢ revenue) for the year ended December 31, 2007
represented 76% of total revenue as compared to 66% for the same period in 2006. Recurring revenue increased 32% to
$70.7 million for the year ended December 31, 2007 from $53.7 million for the same period in 2006.

» Transaction processing revenue for the year ended December 31, 2007 increased $15.5 million, or 40%, w
$54.3 million as compared to the same period in 2006.

» Maintenance revenue, which consists of maintenance contracls on system sales, increased $1.6 million, or 11%, (o
$16.5 million for the year ended December 31, 2007 compared to the same period in 2006.

« Non-recurring revenue (consisting of professional services and systems sales revenue) decreased $4.8 million for the year
ended December 31, 2007 1o $22.4 million, representing 24% of total revenue, as compared to $27.2 million, or 34% of
total revenue, for the same period in 2006.

Net interest income increased $3.5 million for the year ended December 31, 2007 primarily due to the proceeds from the
June 2006 equity offering.

» The Company reported net income of $13.1 million, or $0.61 per share (fully-diluted) for the year ended December 31,
2007 compared to $13.6 million, or $0.69 per share (fully-diluted) for the same peried in 2006.

Pending Acquisition

On February 26, 2008, the Company announced that it had entered into a definitive agreement to acquire National Medical
Health Card Systems, Inc. (“NMHC”), Pursuant to the merger agreement, Comet Merger Carporation, a newly-formed, wholly-
owned subsidiary of the Company, has agreed to commence an exchange offer to acquire all of the outstanding shares of common
stozk of NMHC. The purchase price will be funded with a combination of cash and the Company’s stock, resulting in an
estimated transaction value, as of February 25, 2008, of $143 million, or $11.00 per common and convertible preferred share of
NMHC. The boards of directors of both companies have unanimously approved the transaction. In addition, NMHC’s majority
shareholders, representing approximately 55% of the total NMHC shares outstanding on an as-converted basis, have agreed to
tender their shares into the offer, pursuant to the terms of stockholder agreements entered into in connection with the execution of
the merger agreement.

The acquisition is expected to close in the second quarter of 2008, and is subject to various closing conditions, inciuding a
requisite number of shares of NMHC common stock being tendered into the offer, the Company obtaining financing pursuant to
acommitment letter and regulatory approvals. If not completed, the exchange offer will be followed by a back-end merger for the
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same consideration as that offered in the exchange offer. Under certain circumstances, the Company and NMHC have agreed that
the Company will terminate the exchange offer and will instead seek to consummate the acquisition of NMHC by a one-step
merger following the adoption of the merger agreement by NMHC’s stockholders.

Pursuant to the merger agreement, NMHC stockholders will receive $7.70 in cash and 0.217 shares of the Company’s
common stock for each share of NMHC common stock tendered into the offer. The amount of Company common stock (o be
exchanged for each share of NMHC common stock tendered in the offer is fixed at 0.217, and therefore will not change based on
fluctuations or changes in the market price of either companies’ steck. The Company will issue approximately 2.9 million shares
of its common stock for the transaction 1o be completed. In addition, the Company intends to finance a portion of the purchase
price through a new $48.0 million secured term loan and a $10.0 millior: secured revolving credit facility.

US Corp. has received a debt commitment letter, dated as of February 25, 2008, from General Electric Capital Corporation
{"GE Capital™), pursuant to which, subject to the conditions set forth therein GE Capital has agreed to provide US Corp. senior
secured financing of $58 million, consisting of a $10 million senior secured revolving credit facility and a $48 million senior
secured term loan. The financing will be used solely to pay the cash consideration for the offer and the second step merger as well
as related transaction fees and, in the case of the senior secured revolving credit facility, for working capital and general
corporate and similar purposes.

The debt commitment expires on August 1, 2008. The documentation governing the senior secured revolving credit facility
and senior secured term loan has not been finalized and, accordingly, the actual terms of such facilities may differ from those
described.

Results of Operations
Year ended December 31, 2007 as compared to year ended December 31, 2006

Revenue

The Company’s revenue breaks down into the following components for the years ended December 31, 2007 and 2006 (in
thousands):

Products and Services 2007 2006
Recurring
Transaction PrOCESSINE . . . . . oottt i i e e e e $54,273 338,767
Ml DAMCE . . . . v it it e e e e e e e e e e e e 16,476 14,931
Total ReCUTTINg . - . oo e e e 70,749 53,698
Non-Recurring
Professional Services. . ... .. i i e 14,031 16,915
System Sales ... e e e e 8,391 10,310
Total NOD-ReCUITIIE . . o oo ittt it et e e e e 22,422 27,225
Total Revenue. . . .. .. ... ... . e $93,171  $80.923
2007 2006

Recurring services:

REVeMUE. . . .. e e e e e $70,749  $53,698
Cost of FEVENNE . . . . . e e e e 30,432 22,879
Gross MATBIM . . . . o it e ittt e e e e e e e 40,317 30,819
Gross Marginge . ... oot e e e 57% 57%
Non-Recurring services:
REVEMC. . .. e e e e e 22422 27,225
COSt O TEVENUE . . . v v e et et e e e e e e e e e e e e e 9,163 11,150
Gross MAaFBim. . . . oo e e e e e e $13,259  $16,075
Gross marginge . . . ... .o e 59% 59%




Total revenue increased $12.3 million, or 15%, to $93.2 million for the year ended December 31, 2007 from $80.9 million
for the year ended December 31, 2006. On a percentage basis, recurring revenue accounted for 76% and 66% of consolidated
revenue for 2007 and 2006, respectively. Recurring revenue consists of transaction processing and maintenance revenue.

Recurring Revenue: Recurring revenue increased 32% to $70.7 million for the year ended December 31, 2007 from
$53.7 million in 2006. This increase is due primarily to growth in the transaction processing business from the Company's full
service InformedRx offerings of claims processing and pharmacy benefit management services for the Company’s payer
customers as a result of new customers, increased volumes from existing customers and maintenance services for license
customers. Recurring revenue is subject to fluctuations caused by the following: the number and timing of new customers,
fluctuations in transaction volumes, possible termination of contracts and the possibility that customers do not renew current
ccntracts at the end of the term, and new customier contracts.

Transaction processing revenue, which consists of claims processing and pharmacy benefit management services, increased
$15.5 million, or 40%, to $54.3 million for the year ended December 31, 2007 compared to the same period in 2006 due to the
addition of new customers, as well as growth in the volume of transactions processed for existing customers. During 2007, the
Company processed 404.4 million transactions compared to 310.2 million transactions processed for the same period in 2006.

Maintenance revenue, which consists of maintenance contracts on system sales, increased $1.6 million, or 11%, 10
$16.5 million for the year ended December 31, 2007 compared to the same peried in 2006, primarily due to ongoing maintenance
on a larger existing customer base as a result of continued system sales.

Non-Recurring Revenue: Non-recurring revenue decreased 18% to $22.4 million, or 24% of total revenue, for the year
ended December 31, 2007 from $27.2 million, or 34% of total revenue, for the year ended December 31, 2006.

Non-recurring revenue for 2006 was bolstered by professional services for the implementation of Medicare Part D
programs for the Company's custemers. The reduction of these professional services provided during 2007 resulted in a decrease
in non-recurring revenue for the year ended December 31, 2007 as compared to the same pericd last year.

Professional services revenue decreased $2.9 million, or 17%, to $14.0 million for the year ended December 31, 2607
cornpared to the same period in 2006, Professional services revenue is derived from providing support projects for both system
sales and transaction processing clients, on an as-needed basis. These revenues are dependent on customers continuing to require
the Company to assist them on both fixed bid and time and materials basis.

System sales are derived from license upgrades and additional applications for existing and new clients as well as software
and hardware sales to pharmacies that purchase the Company’s pharmacy systern. Systems sales revenue decreased $1.9 million,
or 19%, to $8.4 million for the year ended December 31, 2007 compared to the same period in 2006 primarily due to fewer
upgrades for existing clients with tiered license upgrade fees, which are linked to the transaction processing volumes.

C'ost of Revenue

Cost of revenue increased 16% to $39.6 million for the year ended December 31, 2007 from $34.0 million for the year ended
December 31, 2006. The increase is due primarily to personnel and support costs related to the growing transaction processing
business. Cost of revenue includes depreciation expense of $1.5 million and $0.9 millien for 2007 and 2006, respectively. This
incrzase is due to data center hardware purchases resulting from an increase in data center capacity required to support the higher
transaction processing volume.

In addition, cost of revenue includes stock-based compensation cost of $335,000 and $376,000 for 2007 and 2006,
respzctively. Stock-based compensation cost for 2007 includes a one-time adjustment of $12,000 in additional expense related to
the incorrect determination of the accounting measurement date for options granted to new employees prior to November 2006.
No restatement of prior periods is required as the amount is not material to the prior year or current year carmings. The overall
decrzase in stock-based compensation cost is primarily a result of fewer grants to applicabl: employees, partially offset by a
highszr fair value per option granted in 2007 as compared to 2006.

Gross Profit

Gross profit margin was 58% for the year ended December 31, 2007 compared to 58% for the year ended December 31,
2006. Gross profit remained consistent compared to prior year. During 2007 lower system sales, the majority of which is
comprised of high margin upgrades to existing license customers were offset by an increase in higher-margin transaction
processing revenue, among other things.
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Product Development Costs

Product development costs for the year ended December 31, 2007 were $10.2 million, representing 11% of revenue,
compared to $8.9 million, or 11% of revenue, for the year ended December 31, 2006. Product development continues to be a key
focus of the Cempany as it continues to pursue development efforts for enhancements of existing products, as well as the
development of new offerings, to support its market expansion.

Product development costs include stock-based compensation cost of $283,000 and $186,000 for 2007 and 2006,
respectively. The increase is due primarily to a higher fair value per option granted in 2007 as compared to 2006.

Selling, General and Administration Costs

SG&A costs for the year ended December 31, 2007 were $26.5 million, or 28% of revenue, compared to $18.7 million, or
23% of revenue, for the year ended December 31, 2006. SG&A costs for 2007 included severance costs of approximately
$0.4 million resulting from a re-alignment plan to optimize its cost structure and enhance its growth prospects, The Company
reduced its workforce in the third quarter of 2007 by approximately 7% to generate cost savings, of which a portion will be re-
deployed to support the fastest growing segments of the Company's business. The Company currenily has reporting obligations
in both Canada and the U.S., and has engaged advisors to assist in the preparation of Sarbanes-Oxley control certifications. These
additional costs as well as the costs related (o the addition of new sales, marketing, finance, and administration resources during
the first part of the year to suppert the growth of the Company’s operations resulted in higher SG&A costs for 2007 as compared
to 2006.

SG&A costs include stock-based compensation cost of $2.4 million and $1.3 million for 2007 and 2006, respectively.
Stock-based compensation cost for 2007 includes a one-time adjustment of $220,000 in additional expense related to the
incorrect determination of the accounting measurement date for options granted 10 new employees prior to November 2006. No
restatement of prior periods is required as the amount is not material to the prior year or current year earnings. The remaining
increase is due primarily to more opticns granted and a higher fair value per option in 2007 as compared to 2006.

Depreciation

The Company’s depreciation expense relates to the purchase of PP&E for all areas of the Company except for those related
to the cost of revenue functions. Depreciation related to cost of revenue has been included in that line item on the consolidated
statements of operations as noted above in the section “Cost of Revenue.” Depreciation expense increased $0.9 million to
$2.5 million for the year ended December 31, 2007 from the year ended December 31, 2006 duc primarily to the purchase of
assets related to the improvements of the Company’s locations in Scottsdale, Arizona and Lisle, llinois.

Lease Termination Charge

In March 2006, the Company entered into a new operating tease for office space in Lisle, Tllinois, The lease was effective
February 1, 2007 and carries a term of 11 years. The Company gave notice to the lessor of the Company's office located in
Lombard, [llincis, to terminate the lease effective March 31, 2007, which was subject to an early termination fee of $0.8 milfion.
The Company received $0.8 million from its new landlord and subsequently paid for the lease termination fee which was
expensed in the first quarter of 2006. The amount received will be recognized over the term of the lease as a reduction of rent
expense.

Interest Income and Expense

Interest income increased to $4.7 million for the year ended December 31, 2007 from $2.9 million for the year ended
December 31, 2006 due to additional cash balances available for investment primarily from the Company’s equity offering in
June 2006. Interest expense decreased to $0.1 million for 2007 from $1.9 million for the same period in 2006 due to the
repayment of the Company’s long-term debt obligation using proceeds from the June 2006 equity offering,

Income Taxes

The Company’s effective tax rate for the years ended December 31, 2007 and 2006 was 25% and 17%, respectively. The
effective rate for 2007 was higher primarily due to a higher statutory rate as compared to 2006, partially offset by $0.9 million
related to Scientific Research and Experimental Development (“SRED”) credits utilized. In addition, during 2007 the Company
recorded a $0.8 million tax liability, since the Company does not plan to indefinitely reinvest certain undistributed earnings of its
U.S. operations. The liability was $0.6 million at December 31, 2007. There was no corresponding amount accrued in 2006,

Taxable benefits utilized by the Company as a result of historical net operating losses (*"NOLs"} and tax-related temporary
differences are recognized in accordance with SFAS No. 109, Accounting for ncome Taxes. In assessing the realizability of
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deferred tax assets (“DTAs"™), management considers whether it is more likely than not that some portion or all of the DTAs will
be realized. The ultimate realization of DTAs is dependent upon the generation of future 1axable income during the period in
which those temporary differences become deductible, in addition to management’s tax planning stralegies.

The Company’s DTA before a valuation allowance was $11.7 million at December 31, 2007 compared to $7.6 million at
December 31, 2006. Of the $11.7 million of DTA, $7.4 million related to the Canadian operations (2006 - $3.6 million). The
increase in the DTA was attributed to the Canadian operations, and was primarily due to deductible temporary differences arising
frem foreign exchange translation loss on intercompany debt amounting to $3.4 million, the recognition of investment tax credits
of $0.6 million and deductible scientific research and development expenses of $1.9 million, offset by a net reduction in
deductible temporary differences relating to PP&E and intangible assets of approximately $0.8 million.

The balance of the valuation allowance was $5.3 million at December 31, 2007 compared to $3.1 million at December 31,
2006, All of the valuation allowance is related to the DTA arising from the Canadian operations. In the second and third quarters
of 2007, $3.6 million of the valuation allowance was released as it was determined by management that DTAs relating to
Canadian NOLs are “more likely than not” to be realized in the balance of the current year and in future perieds as a result of tax
planning strategies that management expected to implement. This assessment was revised at year end and the valuation
allowance was increased in the fourth guarter of 2007 by approximately $5.8 million due to an increase in the DTAs during the
quarter and a change in the Company’s tax planning strategies, which is estimated to result in lower taxable income in the
Canadian operations. Consequently, the Company has increased its valuation allowance as the Company does not believe that it
is maore likely than not that it will be able to realize its entire DTA relating to the Canadian operations. The amount of this
valuation allowance is subject to adjustment by the Company in future periods based wpon its assessment of evidence supporting
the degree of probability that DTAs will be realized.

Net Income

The Company reported net income of $13.1 million for the year ended December 31, 2007, representing $0.61 per share
{fully-diluted) compared to net income of $13.6 millicn, or $0.69 per share (fully-diluted), for the year ended December 31,
2006. Net income decreased $0.5 million primarily due to a $1.5 million increase in income tax expense and an $9.3 million
increase in expenses, in particular SG&A costs, offset by a $3.5 million increase in net interest income and a $6.7 million
increase in gross profit.

Year ended December 31, 2006 as compared to year ended December 31, 2005

Revenue

The Company's revenue breaks down into the following components for the years ended December 31, 2006 and 2005 (in
thovsands):

Products and Services 2006 2005

Recurring

Transaction Processing . . . . ... .. e $38,767 521,446

3 = T2 1 o 14,931 13,343
Total Recurming . . . . . ... e s 53,698 34,789

Non-Recurring

Professional ServiCes. . . . .. .. e e e e 16,915 11,109

System Sales . ... .. e 10,310 8,225
Total Non-ReCurming ... ...t i e e et et e e 27,225 19,334

Total REVENUE, . . . . .. oo ottt ettt e e e e $80,923  $54,123

39




2006 2005

Recurring services:

Revenue................. e e e e $53,698 $34,789
COSL Of FBVENUE | . . .. it s et e e e e 22.879 14,141
Gross MAarZil . ..o ottt et et e e e ettt e e 30,819 20,648
Gross Margin %o. . . . .. ... . e e s 57% 59%
Non-Recurring services:
o 1 T 27,225 19,334
CoSt Of TEVEIMUE . . .. i i ittt et e e e e 11,150 7,500
GrOSS HIAIZIN . o . v v vttt vttt e st e i e e $16,075 $11,834
Grossmargin %o . . . . . ..o e e e 9% 61%

Total revenue increased $26.8 million, or 50%, to $80.9 million for the year ended December 31, 2006 from $54.1 million
for the year ended December 31, 2005. On a percentage basis, recurring revenue accounted for 66% and 64% of consolidated
revenue for the years ended December 31, 2006 and 20035, respectively. Recurring revenue consists of transaction processing and
maintenance revenue,

Recurring Revenue: Recurring revenue increased 54% to $53.7 million for the year ended December 31, 2006 from
$34.8 million in 2005. This increase is due primarily to growth in the transactien processing business from the Company’s full
service InformedRx offerings of claims processing and pharmacy benefit management services for the Company’s payer
customers as a resull of new customers, increased volumes from existing customers and maintenance services for license
customers. Recurring revenue is subject to fluctuations caused by the following: the number and timing of new customers,
fluctuations in transaction volumes, possible termination of contracts, and the possibility that customers do not renew current
contracts at the end of the term.

Transaction processing revenue, which consists of claims processing and pharmacy benefit management services, increased
$17.4 million, or 81%, to $38.8 million for the year ended December 31, 2006 compared to the same period in 2005 due to the
addition of new customers, as weli as growth in the volume of transactions processed for existing customers. During 2006, the
Company processed 310.2 million transactions compared to 141.1 million transactions processed for the same period in 2005.

Maintenance revenue, which consists of maintenance contracts on system sales, increased $1.6 million, or 12%, to
$14.9 million for the year ended December 31, 2006 compared to the same period in 2005, primarily due to ongoing maintenance
on a larger existing customer base as a result of higher system sales.

Non-Recurring Revenue: Non-recurring revenue increased 41% to $27.2 million, or 34% of total revenue, for the year
ended December 31, 2006 from $19.3 million, or 36% of total revenue, for the year ended December 31, 2005. Non-recurring
revenue for 2006 was bolstered by professional services for the implementation of Medicare Part D programs for the Company’s
customers.

Professional services revenue increased $5.8 million, or 52%, to $16.9 million for the year ended December 31, 2006
compared to the same period in 2005 primarily due to the consulting and implementation services performed in regards to the
Medicare Part D program for existing customers, as well as some larger, long-term consulting projects for new and existing
customers.

Systems sales revenue, which consists of activities related to existing and new clients, increased $2.1 million, or 26%, to
$10.3 million for the year ended December 31, 2006 compared to the same period in 2005 primarily duve to upgrades for existing
clients with tiered license upgrade fees, which are linked to the transaction processing volumes.

Cost of Reveniue

Cost of revenue increased 57% to $34.0 million for the year ended December 31, 2006 from $2 1.6 million for the year ended
December 31, 2005. The increase is due primarily to personnel and support costs related to the growing transaction processing
business. Cost of revenue includes depreciation expense of $0.9 million and $0.6 million for 2006 and 2003, respectively. This
increase is due to data center hardware purchases reguired to support the higher transaction processing volume.

In addition, cost of revenue includes stock-based compensation cost of $376,000 and $223,000 for 2006 and 2005,
respectively. The increase in stock-based compensation cost is primarily due to an increase in the number of options granted and
a higher fair value per opticn in 2006 as compared to 2005.

40



Gross Profit

Gross profit margin was 58% for the year ended December 3, 2006 compared to 60% for the year ended December 31,
2005. Gross profit decreased primarily due to required increased expenditures to build-out the Company's PBM services offering
as well as other expenses associated with the implementation of the State of Georgia and Kroger contracts.

Product Development Costs

Product development costs for the year ended December 31, 2006 were $8.9 million, representing 11% of revenue,
compared to $9.1 million, or 17% of revenue, for the year ended December 31, 2005. The decrease in product development costs
is primarily due to the increased utilization of the Company’s employees for professional services projects, as opposed to
focusing on development of new products. Product development continues to be a key focus of the Company as it continues to
pursue development efforts for enhancements of existing products, as well as the development of new offerings, to support its
market expansion.

Product development costs include stock-based compensation cost of $186,000 and $118,000 for 2006 and 2005,
respectively. The increase is due primarily to an increase in the number of options granted and a higher fair value per option
in 2006 as compared to 2005.

Yelling, General and Administration Costs

SG&A costs for the year ended December 31, 2006 were $18.7 million, or 23% of revenue, compared to $12.9 million, or
24<% of revenue, for the year ended December 31, 20035. The decrease in SG& A costs as a percentage of revenue is primarily due
to the continued focus on cost control and improving operational efficiencies.

In 2006, the Company became subject to reporting obligations in both Canada and the U.S,, and engaged advisors to assist
in the preparation of Sarbanes-Oxley control certifications. These additional costs as well as the costs related to infrastructural
and recruiting expenses to support the Company’s growth resulted in higher SG&A costs for 2006 as compared to 2005.

SG&A costs include stock-based compensation cost of $1.3 million and $0.5 million for 2006 and 2005, respectively. The
inctease is due primarily te an increase in the number of options granted and a higher fair value: per option in 2006 as compared to
2005.

Lepreciation

The Company's depreciation expense relates to the purchase of PP&E for all areas of the Company except for those related
1o the cost of revenue functions. Depreciation expense increased $0.5 million to $1.6 million for the year ended December 31,
2005 from the year ended December 31, 2005 due primarily to the purchase of assets related to the improvements of the
Company's locations in Scottsdale, Arizona and Lisle, IHinois,

Lease Termination Charge

In March 2006, the Company entered into a new operating lease for office space in Lisle, Illinois. The lease was effective
February 1, 2007 and carries a term of 11 years. The Company gave notice to the lessor of the Company’s office located in
Lormbard, lllinois, to terminate the lease effective March 31, 2007, which was subject to an early termination fee of $0.8 million.
The Company received $0.8 million from its new landlord and subsequently paid for the lease termination fee which was
expensed in the first quarter of 2006. The amount received will be recognized over the term of the lease as a reduction of rent
expense.

Interest Income and Expense

Interest income increased to $2.9 million for the year ended December 31, 2006 from $0.5 million for the year ended
December 31, 2005 due to additional cash balances available for investment primarily from the Company’s equity offering in
June 2006 and November 2005. Interest expense was $1.9 million for 2006 and 2005. In July 2006, the Company repaid its long-
term debt obligation using proceeds from its June 2006 equity offering.

Inzome Taxes

The Company recorded a net tax expense of $2.8 million in 2006 compared to a net tax recovery of $0.6 million in 2005.
The change is due primarily to higher income before taxes as compared to 2005. The Company recognized DTAs totalling
$3.7 million and 30.7 million in 2006 and 2005, respectively, as a result of management’s determination that the Company will
be atle to utilize taxable benefits attributable to historical net operating losses and tax-related timing.
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Net Income

The Company reported net income of $13.6 million for the year ended December 31, 2006, representing $0.69 per share
(fully-diluted), compared to net income of $7.7 million, or $0.50 per share (fully-diluted}, for the year ended December 31, 2005.
Net income increased $5.9 million primarily due to an increase in gross profit of $14.4 million and net interest income of
$2.4 million, complemented by a decrease in product development costs of $0.2 million. These increases are partially offset by a
one-time lease termination charge of $0.8 mitlion and an increase in the following: SG&A costs ($5.8 million), depreciation and
amortization ($0.5 million), and income taxes ($3.4 million).

Liquidity and Capital Resources

The Company’s sources of liquidity have primarily been cash provided by operating activities and proceeds from its public
offerings. The Company’s principal uses of cash have been to fund working capital, finance capital expenditures, satisfy
contractual obligations and to meet investment needs. The Company anticipates that these uses will continue to be the principal
demands of cash in the future,

At December 31, 2007 and 2006, the Company has cash and cash equivalents totalling $90.9 million and $70.9 million,
respectively. The Company believes that its cash on hand, together with cash generated from operating activities will be
sufficient to support planned operations through the foreseeable future. At December 31, 2007, cash and cash equivalents consist
of cash on hand, deposits in banks, and bank term deposits with original maturities of 90 days or less.

The Company has categorized its cash and cash equivalents as held-for-trading. The Company’s amounts receivable are
categorized as loans and receivables and its amounts payable and accrued liabilities are classified as other liabilities. As of
December 31, 2007, all of the Company’s cash and cash equivalents were exposed to market risks, primarily changes in U.S. and
Canadian interest rates. Declines in interest rates over time will reduce interest income from these investments.

Consolidated Balance Sheets

At December 31, 2007, cash and cash-equivalents totalled $9¢.9 million, up $20.0 million from $70.9 million at
December 31, 2006. The increase is primarily related to interest revenue of $4.7 million, proceeds from stock options exercised
of $2.5 million, a $3.7 million increase in deferred revenue and a $1.6 million increase in pharmacy henefit management rebates
payable.

PP&E increased $3.5 million to $13.6 million at December 31, 2007 from $10.1 million at December 31, 2006 as a result of
data center hardware purchases throughout the year and the completion of the renovation of the Company’s Lisle, Illinois location
during the first quarter of 2007, which included primarily purchases of leasehold improvements and furniture and fixtures.

Salaries and wages payable decreased $1.3 million to $2.9 million at December 31, 2007 from $4.2 million at December 31,
2006 primarily due to a reduction in the incentive bonus payable resulting from lower than anticipated Company earnings in
2007. The incentive bonus payable decreased (0 $0.9 million at December 31, 2007 from $2.6 million at December 31, 2006.

Deferred revenue (current and non-current) increased $3.7 million to $6.9 million at December 31, 2007 from $3.2 million
at December 31, 2006 primarily due to a $2.0 million deferral in the fourth quarter of 2007 (cash was not coltected) related to a
new contract, which revenue will be recognized on a percentage-of-completion basis.

Deferred rent increased $0.8 million at December 31, 2007 from December 31, 2006 primarily due to the straight-line rent
expense cxceeding actual rent paid by the Company for its leased space in Lisle, linois, Certain of the Company’s leases
provide for free rent periods, which resulted in lower actual rent payments as compared to rent expense incurred.

Cash flows from operating activities

For the year ended December 31, 2007, the Company generated $22.1 million of cash through its operations, Cash from
operations consisted of net income of $13.1 million adjusted for $5.6 million in depreciation and amortization, $3.0 million in
stock-based compensation expense, and a $0.4 million decrease in all other operating activities. Included in the change in other
operating activities is a $3.7 million increase in deferred revenue as well as a $1.6 million increase in pharmacy benefit
management rebates payable.

For the year ended December 31, 2006, the Company generated $18.0 million of cash through its operations, which
primarily consisted of $13.6 million of net income adjusted for $4.1 million in depreciation and amortization, $1.8 million in
stock-based compensation expense, the establishment of a deferred tax asset of $3.7 million, a $0.6 million increase in working
capital, the write-off of $0.8 million of deferred charges related to long-term debt and $0.8 million in deferred lease inducements,
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For the year ended December 31, 2005, the Company generated $1!1.8 million of cash through its operations, which
peimarily consisted of net income of $7.7 million adjusted for $3.3 million in depreciation and amortization, $0.8 million in
stock-based compensation expense and a $1.3 million increase in working capital, partially offset by a $0.6 million gain on the
sale of the Milton, Ontario real property and the establishment of an DTA of $0.7 million.

Cash flows from investing activities

For the year ended December 31, 2007, the Company used $7.3 million of cash for investing activities, which consisted of
purchases of PP&E to support increased transaction volume and the cost of the relocation to new facilities.

For the year ended December 31, 2006, the Company used $6.4 million of cash for investing activities, which consisted of
purchases of PP&E to support increased transaction volume activity, in addition to the rclocation to new facilities.

For the year ended December 31, 2005, the Company used $22.8 millicn of cash for investing activities, which consisted of the
acquisition of Health Business Systems, Inc, (“"HBS”) and purchases of PP&E, partially offset by proceeds from the disposal of PP&E.

Cash flows from financing activities

For the year ended December 31, 2007, the Company generated $4.9 million of cash from financing activities, which
consisted of $2.5 million in proceeds from the exercise of stock options. In addition, the Company recognized a non-cash tax
benefit on stock options exercised of $2.4 million, which results in a reduction in income taxes payable.

For the year ended December 31, 2006, the Company generated $23.4 million of cash from financing activities, which
consisted of the net proceeds from a public offering of $34.7 million, proceeds from the exercise of stock options of $0.4 million
and the tax benefit on options exercised of $1.4 million. This was partially offset by the repayment of debt of 313.1 million.

For the year ended December 31, 2005, the Company generated $17.3 million of cash from financing activities, which
consisted of proceeds from a public offering of $18.0 million and proceeds from the exercise of stock options of $0.4 million.
This was partially offset by the repayment of debt of $1.1 million.

Future Capital Requirements

The Company’s future capital requirements depend on many factors, including its product development programs, The
Company expects to fund the growth of its business through cash flow from operations and its cash and cash equivalents. The
Campany expects that purchases of PP&E will remain consistent with prior years, The Company cannot provide assurance that
its actual cash requirements will not be greater than expected as of the date of this report. In order to meet capital requirements in
excess of its available capital, the Company will, from time to time, consider the acquisition of, or investment in, complementary
businesses, products, services and technologies, which might impact liquidity requirements or cause the issuance of additional
equity or debt securities. Any issuance of additional equity or debt securities may result in dilution to shareholders, and the
Company cannot be certain that additional public or private financing will be available in ameunts or on terms acceptable to the
Company, or at all.

If sources of liquidity are not available or if it cannot generate sufficient cash flow from operations during the next twelve
months, the Company might be required to obtain additional funds through operating improvements, capital markets trans-
actions, assets sales or financing from third parties or a combination thereof. The Company cannot provide assurance that these
adcitional sources of funds will be available or, if available, will have reasonable terms.

If adequate funds are not available, the Company may have to substantially reduce or eliminate expenditures for marketing,
resc¢arch and development and testing of proposed products, or obtain funds through arrangements with partners that require the
Company to relinquish rights to certain of its technologies or products. There can be no assurance that the Company will be able
to raise additional capital if its capital resources are exhausted. A lack of liquidity and an inability to raise capital when needed
mayv have a material adverse impact on the Company's ability to continue its operations or expand its business.

Per:ding Acquisition

On February 26, 2008, the Company announced that it had entered into a definitive agreement to acquire NMHC. The
purchase price will be funded with a combination of cash and the Company’s stock, resulting in an estimated transaction value, as
of February 25, 2008, of $143 million, or $11.00 per common and convertible preferred share of NMHC.

The Company intends to finance a portion of the purchase price through a new $48.0 million secured term loan and a
$10.0 million secured revolving credit facility. The proceeds from the borrowings contemplated will only be used by the
Company in connection with the consummation of the Merger.
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If the Merger is consummated, the Company expects that its borrowings under the Term Loan will have a significant impact
on liquidity and capital resources. In addition to significant cash outflows at the time of the transaction, which will be incurred in
connection with the purchase of all outstanding NMHC stock, a greater portion of the Company’s resources will be required to
fund the interest payments resulting from the debt to be incurred under the Term Loan following the Merger. This could require
the Company to defer planned capital expenditures, reduce discretionary spending andfor defer other acquisitions or strategic
opportunities.

Contractual Obligations

The following table summarizes the Company's significant contractual obligations as of December 31, 2007 and the effect
such obligations are expected to have on the Company’s liquidity and cash in future periods assuming all obligations reach
maturity:

Less than Yeal Years More than
Total 1 year 1-3 4-5 S years
Operating (8ases . . .. ..\ vvr et $14943 31,818  $3,221  $2,995  $6,509
Purchase obligations(1) . . .......... ... .. ... . ... 721 644 77 — —_
Total. . .. ... ... ... $15664 $2462 $3298 §2.995 $6,909

(1) As of December 31, 2007, certain of the Company's vendors require payment of a penalty in the event the Company
terminates the contract prior to the contractual maturity of such contract and, as such, we characterize them as purchase
obligations.

The above table excludes $202,000 related to the Company's accrued FIN 48 tax liability; the Company is unable to reliably
estimate the period of cash settlement with the respective taxing authority.
Off Balance Sheet Arrangements

The Company has no off-balance sheet arangements or derivative financial instruments.

Outstanding Securities

As of February 29, 2008 the Company had 20,994,108 common shares outstanding and 1,978,427 options outstanding. The
opticns are exercisable on a one-for-one basis into common shares. On June 5, 2006, the Company completed a four-to-one share
consolidation, all share data contained herein reflects such share consolidation.

Summary of Quarterly Results

The following quarterly data has been constructed from the unaudited interim financial statements of the Company for the
eight quarters ended, and including, December 31, 2007. The following table provides summary quarterly results (unaudited) for
the eight quarters prior to and including the quarter ended December 31, 2007:

2007(1) 2006(2)

Fourth Third Second First Fourth Third Second First

Quarter Quarter Quarter Quarter Quarter Quarter Quarter Quarter
Recurring revenue . . . .. .. .. 518312  $17,322 $17,207 §17,908 $14,507  $14,252  $12,636 $12,303
Nonrecurring revenue ... ... $5240 §$ 4887 3 5881 % 6414 $7505 $6794 $ 5892 § 7,034
Totairevenue ............ $23,552  $22,209 523,088  $24,322 $22,012 $21,046 $18,528 $19,337
Grossprofit % ........... 58% 54% 58% 60% 56% 59% 58% 59%
Netincome,............. $3777 $ 2681 52955 33733 $3320 $ 2563 % 2,137 § 5627
BasicEPS .............. $ 018 $ 013 3% 014 $ 0.18 $ 016 $ 012 % 012 §$ 033
Diluted EPS . ... ......... $ 018 % 012 § 014 3 017 $ 015 % 012 % 012 § 03

(1) Effective January 1, 2007, the Company adopted the provisions of FIN 48 retrospectively, without restatement. Refer to
“Recently Adopted Accounting Standards™ section below for more information. Net income for the fourth quarter of 2007
includes $47,000 in additional expense.

(2) On June 22, 2006, the Company completed a public offering in Canada and the U.S. of 3,200,000 common shares at a price
of Cdn.$13.50 per common share. The gross proceeds of the offering were $38,660,000 (Cdn.$43,200,000).
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Critical Accounting Policies and Estimates

The preparation of financial statements requires management to make estimates and assumptions that affect the reported
amounts of assets and liabilities and contingent assets and Habilities and disclosure of contingent assets and liabilities at the dates
of the financial statements and the reported amounts of revenue and expenses during the period. Significant items subject to such
estimates and assumptions include revenue recognition, purchase price allocation in connection with acquisitions, the carrying
amount of PP&E, the value of intangible assets acquired and related amontization periods, impairment of geodwill, contin-
g2ncies and valuation allowances for receivables and future income taxes and income tax uncertainties, Actual results could
differ from those estimates. Note 2 of the Company’s 2007 consolidated financial statements includes a Summary of Significant
Accounting Policies. The understanding of certain accounting policies used to prepare the consolidated financial statements is
critical to understanding the Company’s results of operations and financial condition.

Revenue recognition

The Company's revenue is derived from transaction processing services, maintenance, professional services, and systems
sates (including software license and hardware sales).

The Company recognizes revenue when all of the following conditions are satisfied: (1) there is persuasive evidence of an
arrangement; (2} the service or product has been provided to the customer and no uncertainties exist surrounding product
acceptance; (3) the amount of fees to be paid by the customer is fixed or determinable; and (4) the collection of fees is reasonably
assured.

When the Company enters into arrangements with multiple deliverables. it applies FASB Emerging Issues Task Force
(“EITF") 00-21, Revenue Arrangements with Multiple Deliverables (“EITF 00-217), and evaluates each deliverable to determine
whether it represents a separate unit of accounting based on the following criteria: (1) whether the delivered item has value to the
cuestomer on a stand-alone basis, (2) whether there is objective and reliable evidence of the fair value of the undelivered itemq(s},
ar.d (3) if the contract includes a general right of return relative to the delivered item, delivery of performance of the undelivered
item(s) is considered probable and substantially in the control of the Company. If objective reliable evidence of fair value exists
for all units of accounting in the arrangement, revenue is allocated to each unit of accounting or element based on relative fair
values. In situations where there is objective and reliable evidence of fair value for all undelivered elements, but nol for delivered
elements, the residual method is used to allocate the contract consideration. Under the residuat method, the amount of revenue
aliocated to delivered elements equals the total arrangement consideration less the aggregate fair value of any undelivered
elements. Each unit of accounting is then accounted for under the applicable revenue recognition guidance. In cases where
elements cannot be treated as separate units of accounting under EITF 00-21, the elements are combined into a single unit of
accounting for revenue recognition purposes and revenue is deferred and recognized based on the revenue recognition guidance
applicable to the last delivered element within the unit of accounting.

Revenue is recognized for specific types of transactions as follows:

Transaction processing revenue: Revenue from transaction processing includes application service provider (“ASP™) and
switching services. ASP services consist primarily of hosting, claims adjudication, customer support, financial reporting, on-line
and off-line data storage and rebate administration services. The Company earns a transaction fee for each transaction processed.
Tte Company recognizes revenue at the time the transaction is processed provided the related contracts include a substantive
minimum monthly payment which exceeds the fair value of any undelivered elements. If a substantive monthly minimum
payment does not exist in the customer contract, the fair value of any undelivered elements is deferred. The residual amount of
the: contract is recognized at the time the transaction is processed.

Certain ASP contracts contain performance-based revenue that is not finalized until the end of a period of time specified in
the: contract. Under such an arrangement, revenue is deferred until the end of the period as the Company may be obligated to pay
the: customer if the performance objective is not met,

Switching services consist of customers using the Company’s software to connect electronically to their insurance company
citaer through a telephone line or the internet. Each connection is billed to the customers by the Company as an electronic claims
submission otherwise known as a “switching transaction”. For switching services, the revenue is recognized as the services are
performed.

System sales revenue: Revenue from software licenses is recognized in accordance with the American Instiute of
Centified Public Accountant’s Statement of Position ("SOP"”) No. 97-2, Software Revenue Rezognition, as amended by SOP 98-9,
Mecdification of SOP No. 97-2, Softiware Revenue Recognition with Respect to Certain Transactions. Revenue is recognized
when all the conditions described above are satisfied. In the event the fee is not fixed or determinable, revenue is recognized as
the payments become due from the customer. In cases where collectibility is not deemed probable, revenue is recognized upon
receipt of cash, assuming all other criteria have been met.
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Typically, software license agreements are multiple element arrangements as they also include professional services,
related maintenance, hardware, and/or implementation services fees. Arrangements that include consulting services are
evaluated to determine whether those services are considered essential to the functionality of the software.

When services are considered essential to the functionality of the software and significant customization of the software is
required, license and professional services revenucs are recognized using the percentage-of-completion method where
reasonably dependable estimates of progress toward completion of a contract can be made in accordance with SOP 81-1,
Accounting for Performance of Construction-Type and Certain Production-Type Contracts, as prescribed by SOP 97-2. The
Company estimates the percentage-of-completion on contracts utilizing actual hours werked to date as a percentage of the total
budgeted hours at project completion, subject to meeling agreed milestones. In the event that a milestone has not been reached,
the associated cost is deferred and revenue is not recognized until the customer has accepted the milestone. Recognized revenues
and profit are subject to revisions as the contract progresses to completion, Revisions to estimates may occur periodically during
the project due to change orders or contract amendments initiated and agreed to by the customer. Revisions in profit estimates are
charged to earnings in the period in which the facts that give rise to the revision become known. Contract revenue recognized,
based on hours worked toward completion of the project, that are unbilled are accumulated in unbilled revenue within current
assets. Billings in excess of revenue recognized to date on contracts are recorded within deferred revenue. If the Company does
not have a sufficient basis to estimate the progress lowards completion, revenue is recognized using the completed contract
methed, that is, when the project is complete or when final acceptance is received from the customer.

When services are not considered essential to the functionality of the software and significant customization of the software
is required, the entire arrangement fee is allocated 1o each element in the arrangement based on the respective vendor specific
objective evidence (“VSOE"} of the fair value of each element. VSOE uscd in determining the fair value of license revenues is
based on the price charged by the Company when the same element is sold in similar volumes to a customer of similar size and
nature on a stand-alone basis. VSOE used in determining fair value for installation, integration and training is based on the
standard daily rates for the type of services being provided multiplied by the estimated time to complete the task. VSOE used in
determining the fair value of maintenance and technical support is based on the annual renewal rates. The revenue allocable to
the consulting services is recognized as the services are performed. In instances where ¥ SOE exists for undelivered elements but
does not exist for delivered elements of a software arrangement, the Company uses the residual methed of allocation of the
arrangement fees for revenue recognition purposes. If VSOE cannot be established for the undelivered elements of a license
agreement, the entire samount of revenue under the arrangement is deferred until these elements have been delivered or VSOE
can be established.

Maintenance revenue: Maintenance revenues consist of revenue derived from contracts to provide post-contract customer
support (“PCS™) to license holders. These revenues are recognized ratably over the term of the contract. Advance billings of PCS
are not recorded to the extent that the term of the PCS has not commenced or payment has not been received.

Professional services revenue:  Professional services revenues are recognized as the services are performed, generally on
a time and material basis. Professional services revenues attributed to fixed price arrangements are recognized over the service
period based on a proportionate performance method whereby the performance is estimated utilizing direct labor costs incurred
to date as a percentage of total estimated direct labor costs to complere the project. Adjustments to revenue due to changes in
estimated direct {abor hours are recognized in the period in which the change in estimate is determined.

Goodwill

Goodwill is the residual amount that results when the purchase price of an acquired business exceeds the sum of the
amounts allocated to the assets acquired, less liabilities assumed, based on their fair values. Goodwill is allocated as of the date of
the business combination to the Company’s reporting units that are expected to benefit from the synergies of the business
combination.

Goodwill is not amortized but is tested for impairment annually at December 31, or more frequently, if events or changes in
circumstances indicate that the asset might be impaired. The impairment test is carried out in two steps. In the first step, the
carrying amount of the reporting unit is compared with its fair value. When the fair value of a reporting unit exceeds its carrying
amount, goodwill of the reporting unit is considered not to be impaired and the second step of the impairment test is unnecessary.
The second step is carried out when the carrying amount of a reporting unit exceeds its fair value, in which case the implied fair
value of the reporting unit’s goodwill is compared with its carrying amount to measure the amount of the impairment loss, if any.
The implied fair value of goodwill is determined in the same manner as the value of goodwill is determined in a business
combination using the fair value of the reporting unit as if it was the purchase price. When the carrying amount of reporting unit
goodwill exceeds the implied fair value of the goodwill, an impairment loss is recognized in an amount equal to the excess and is
presented as a separate line item in the consolidated statement of operations. The Company completed its annual goodwill
impairment test at December 31, 2007, 2006 and 2005 and determined no impairment existed. During the year ended
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December 31, 2007, no events or circumstances have occurred that suggests that the carrying amount of goodwill is no longer
rxcoverable.

Impairment of long-lived assets

Long-lived assets or asset groups held and used, including PP&E and purchased imangibles subject to amortization, are
reviewed for impairment whenever events or changes in circumstances indicate that the carrying amount of an asset may not be
recoverable. Circumstances which could trigger a review include, but are not limited to: significant decreases in the market price
of the asset; significant adverse changes in the business climate or legal factors; the accumulation of costs significanily in excess
of the amount originally expected for the acquisition or construction of the asset; current period cash flow or operating losses
combined with a history of losses or a forecast of continuing losses associated with the use of the asset; and a current expectation
that the asset will more likely than not be sold or disposed of significantly before the end of its previously estimated useful life.
Recoverability is assessed based on the carrying amount of the asset and the sum of the undiscounted cash flows expected to
result from the use and the eventual disposal of the asset or asset group. An impairment loss is recognized when the carrying
amount is not recoverable and exceeds the fair value of the asset or asset group. The impairment loss is measured as the amount
by which the carrying amount exceeds fair value. During each of the three year periods ended December 31, 2007, 2006 and
2005 no events or circumstances occurred that indicate that the carrying amounts of the long-lived asset may not be recoverable.

Valuation of Allowance for Doubtful Accounts

In assessing the valuation of the allowance for doubtful accounts, management reviews the collectibility of accounts
receivable in aggregate and on an individual account-basis. Delinquency is based primarily on contractual terms. Management
then reviews the accounts receivable on an individual customer-basis to determine if events such as subsequent collections,
discussions with management of the debtor companies, or other activitics lead to the conclusion to either increase or decrease the
calculated allowance. Any increase or decreased to the allowance are expensed to the income statement as a bad debt expense,

Contingencies

Contingencies: From time to time in connection with its operations, the Company is named as a defendant in actions for
damages and costs allegedly sustained by the plaintiffs. The Company has considered these proceedings and disputes in
determining the necessity of any reserves for losses that are probable and reasonably estimable. In addition, various aspects of
thz Company’s business may subject it to litigation and liability for damages arising from errors in processing the pricing of
prescription drug claims, failure to meet performance measures within certain contracts relating 1o its services performed or its
atility to obtain certain levels of discounts or rebates on prescription purchases from retail pharmacies and drug manufacturers or
other actions or omissions. The Company’s recorded reserves are based on estimates developed with consideration given to the
potential merits of claims or guantification of any performance obligations. The Company takes into account its history of
claims, the limitations of any insurance coverage, advice from outside counsel, and management’s strategy with regard to the
settlement or defense against such claims and obligations. While the ultimate outcome of those claims, lawsuits or performance
otligations cannot be predicted with certainty, the Company believes, based on its understanding of the facts of these claims and
performance obligations, that adequate provisions have been recorded in the accounts where required.

Income taxes

The Company uses the asset and liability method of accounting for income taxes. Deferred tax assets and liabilities are
reccognized for the deferred tax consequences attributable to differences between the financial statement carrying amounts of
existing assets and liabilities and their respective tax bases and operating loss carryforwards. Deferred tax assets and liabilities
are measured using enacted tax rates expected to apply to taxable income in the periods in which those temporary differences are
expected to be recovered or settled. The effect on deferred tax assets and liabilities of a change in 1ax rates is recognized in
income in the period that includes the date of enactment.

Taxable benefits utilized by the Company as a result of historical net operating losses {'NOLs™) and tax-related temporary
differences are recognized in accordance with SFAS No. 109, Accounting for Income Taxes. In assessing the realizability of
deferred income tax assets {“DTAs™), management considers whether it is mere likely than not that seme portion or all of the
DTAs will be realized. The ultimate realization of DTAs is dependent upon the generation of future taxable income during the
period in which those temporary differences become deductible, in addition o management’s tax planning strategies.
Management considers projected future taxable income, uncertainties related to the industry in which the Company operates,
tax planning strategies, and historical taxable income comparing actual levels of taxable income with pretax book income in
making this assessment. In consideration of net losses incurred, the Company has provided a valuation allowance to reduce the
net carrying value of DTAs 1o the extent that it is more likely than not that the results of future operations will generate sufficient
taxable income to realize the net carrying value of DTAs. The amount of this valuation allowance is subject to adjustment by the
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Company in future periods based upon its assessment of evidence supporting the degree of probability that DTAs will be
realized.

Refundable investment tax credits for SRED activities are recorded when the Company has reasonable assurance that the
credit will be realized. Management has made a number of estimates and assumptions in determining the expenditures cligible
for the invesiment tax credit claim. It is possible that the allowed amount of the investment tax credit claim could be materially
different from the recorded amount upon assessment by Canada Revenue Agency. Refundable investment tax credits are
recorded as a reduction of income tax expense on the consolidated statement of income.

Recently Adopted Accounting Standards
FASB Statement No. 123R

Effective January 1, 2006, the Company adopted the provisions of SFAS 123R, which requires all share-based payments to
be recognized in the financial statements based on the grant date fair values using either a modified-prospective or modified-
retrospective transition method. The Company adopted this standard using the modified — prospective method and, therefore,
recognized stock-based compensation expense for any new share-based awards and awards modified, repurchased or cancelled
after January 1, 2006 over the requisite service period. In addition, the Company recognizes stock-based compensation expense
for previously granted unvested awards outstanding as of January 1, 2006 over the remaining portion of the requisite service
period. Under SFAS 123R, the Company is required to determine the grant date fair value of the stock-based awards granted. The
Company is continuing to use the Black-Scholes option pricing model to value these options. The related grant date fair value is
subsequently recognized as stock-based compensation expense over the requisite service period.

FASB Interpretation No. 48

Effective January 1, 2007 the Company adopted the provisions of FASB Interpretation No. 48, Accounting for Uncertainty
in Income Taxes (“FIN 48”), an interpretation of FASB Statement Ne. 109 Accounting for Income Taxes (“SFAS 109”). FIN 48
prescribes a recognition threshold and measurement attribute criteria for the financial statement recognition and measurement of
a tax position taken or expected 1o be taken in a tax return. The interpretation also provides guidance on derecognition,
classification, interest and penalties, accounting in interim periods, disclosure and transition. Benefits from tax positions are
recognized in the consolidated financial statements only when it is more likely than not that the tax position will be sustained
upon examination by the appropriate taxing authority that would have full knowledge of all relevant information. A tax position
that meets the more-likely-than-not recognition threshold is measured at the largest amount of benefit that is greater than fifty
percent likely of being realized upon settlement.

As a result of the implementation of FIN 48, the Company recognized an adjustment in the liability for unrecognized
income tax benefits of $155,000 as a reduction in the beginning balance of retained earnings. As of December 31, 2007, the
Company has a liability of $202,000 related to various federal and state income tax matters, all of which would impact the
Company’s effective tax rate. The change from January 1, 2007 is a result of recognizing accrued interest and penalties related to
the liability for unrecognized income tax benefits.

Changes in the balance of the liability for unrecognized income tax benefits are as follows (in thousands):

Amount recognized in retained earnings and opening balance of liability . ... ................. $155
Increase in interest related to tax positions taken in prior years. .. . ... ... ... ... . . o 47
Issues settled during the year . . ... . ... ... . .. . —

Liability at December 31, 2007 . . . . . .. ... e e $202

The Company recognizes interest and penalties related to uncertain tax positions in income tax expense. Accrued interest at
December 31, 2007 was $80,000. The Company does not expect the unrecognized tax benefits to change significantly in the next
twelve months.

The Company and its subsidiary file income tax returns in Canadian and U.S. federal jurisdictions, and various provincial,
state and local jurisdictions. With few exceptions, the Company is no longer subject to tax examinations by tax authorities for
years prior to 2002.

SEC Staff Accounting Bulletin No. 108

In September 2006, the SEC issued Staff Accounting Bulletin No. 108, Considering the Effects of Prior Year Misstatements
when Quantifying Misstatements in Current Year Financial Statements (“SAB 108”). SAB 108 requires that public companies
utilize a “dual-approach” to assessing the quantitative effects of financial misstatements. This dual-approach includes both an
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income statement focused assessment and a balance sheet focused assessment. The Company adopted SAB 108 effective
January 1, 2006 with no impact on the Company’s consolidated financial statements.

FASB Statement No. 154

In May 2005, the FASB issued Statement No. 154, Accounting Changes and Error Corrections (“SFAS 154™), which
replaces Accounting Principles Board Opinion No. 20, Accounting Changes, and SFAS No. 3, Reporting Accounting Changes in
Interim Financial Statements. SFAS 154 provides guidance on the accounting for and reporting of changes in accounting
principles and error cormrections. SFAS 154 requires retrospective application to prior period's financial statements of voluntary
caanges in accounting principle and changes required by new accounting standards when the standard does not include specific
transition provisions, unless it is impracticable to do so. Certain disclosures are also required for restatements due to correction of
an error. SFAS 154 is effective for accounting changes and corrections of errors, made in fiscal years beginning afier
Lecember 15, 2005. The Company adopted this standard effective January 1, 2006. Its impact on the consolidated financial
statements will depend on the nature of future accounting changes and the nature of transitional guidance provided in future
accounting pronouncements,

Accounting Standards yet to be Adopted

I December 2007, the FASB issued SFAS No. 141 (revised 2007), Business Combinaiions (“SFAS 141(R)Y"), which applies
to all transactions or other events in which an entity (the acquirer) obtains control of one or more businesses. SFAS 141(R)
establishes principles and requiremnents for how the acquirer recognizes and measures in its financial statements the assets,
lizbilities, noncontrolling interest and goodwill related to a business combination. SFAS 141(R) also establishes what
information to disclose to enable users of the financial statements to evaluate the nature and financial effects of the business
combination. SFAS 141(R}) applies prospectively to business combinations for which the acquisition date is on or afier January 1,
2009 and wilt impact the Company with respect to future business combinations entered into on or after January 1, 2009.

In December 2007, the FASB issued SFAS No. 160, Noncontrolling Interests in Consolidated Financial Statements — an
amendment of ARB No. 51 (“SFAS 160”), which establishes accounting and reporting standards for entities that have an
outstanding noncontrotling interest in one or more subsidiaries or that deconsolidate a subsidiary. A noncontrolling interest is the
portion of equity in a subsidiary not attributable, directly or indirectly, to a parent. SFAS 160 is effective for the Company’s fiscal
year beginning January 1, 2009 and will impact the Company with respect to future business combinations entered into on or
after January 1, 2009. In February 2007, the FASB issued SFAS No. 159, The Fair Value Option for Financial Assets and
Financial Liabilities — Including an amendment of FASB Statement No. 115 (“SFAS 159"), which permits companies to
measure many financial instruments and certain other items at fair value. The objective is to improve financial reporting by
providing companies with the opportunity to mitigate volatility in reported earnings caused by measuring related assets and
linbilities differently without having to apply complex hedge accounting provisions. SFAS No. 159 is effective for the
Company's fiscal year beginning January 1, 2008 and is not expected (0 have an impact on the Company’s consolidated financial
statements.

[n September 2006, the FASB issued SFAS No. 157, Fair Value Measurements (“SFAS No, 157"), which addresses how
cempanies should measure fair value when they are required to use a fair value measure for recognition or disclosure purposes
under generally accepted accounting principles. SFAS No. 157 is effective for the Company’s fiscal year beginning January I,
20108. In February 2008, FSP FAS 157-2 was issued which defers the effective date of SFAS No. 157 to fiscal years beginning
after November 15, 2008 for nonfinancial assets and nonfinancial liabilities, except for items that are recognized or disclosed at
fair value in an entity’s financial stalements on a recurring basis. SFAS No. 157 is not expected to have a significant impact on the
Company's consolidated financial statements.

ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

INTEREST RATE PRICE SENSITIVITY

As of December 31, 2007, the Company had cash and cash equivalents totaling $90.9 million, most of which earns interest
at floating rates, and no long-term debt.

The Company performed a sensitivity analysis as of December 31, 2007, assuming a hypothetical one percentage point
decrease in interest rates. Holding other variables constant, a one percentage point decrease in interest rates would affect the
Company’s pre-tax income by approximately $0.8 million. However, actual increases or decreases in earnings in the future could
dizfer materially from this analysis based on the timing and amount of both interest rate changes and cash held by the Company.
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FOREIGN EXCHANGE RISK

The Company is subject to foreign exchange risk related to its operations in Canada. The Company does not enter into
derivative instruments to mitigate this risk. Exposure to fluctuations in Canadian-dollar denominated transactions is partially
offset by Canadian dollar-denominated assets and liabilities. The realized foreign exchange gains and losses for each of the
periods presented were insignificant. The Company performed a sensitivity analysis as of December 31, 2007, assuming a
hypothetical 15 percentage point decrease in the U.S. dollar to Canadian dollar exchange rate. Holding other variables constant, a
15 percentage point decrease in the exchange rate would affect the Company's pre-tax income by approximately $0.2 million.

There are inherent limitations in the sensitivity analysis presented, primarily due to the assumption that foreign exchange
rate movements are linear and instantaneous. As a result, the analysis is unable to reflect the potential effects of more complex
market changes that could arise, which may positively or negatively affect income.
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ITEM 8. FINANCIAL STATEMENTS

REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

T the Board of Directors and Shareholders of
SXC Health Solutions Corp.

We have audited the accompanying consolidated balance sheets of SXC Health Solutions Corp. (“the Company”} as of
December 31, 2007 and 2006 and the related consolidated statements of operations, shareholders’ equity and cash flows for each
of the years in the three-year period ended December 31, 2007. These consolidated financial statements are the responsibility of
tte Company’s management. Qur responsibility is to express an opinion on these consolidated financial statements based on our
andits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board (United
States). Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the financial
statements are free of material misstatement. An audit includes examining, on a test basis, avidence supporting the amounts and
disclosures in the financial statements. An audit also includes assessing the accounting principles used and significant estimates
made by management, as well as evaluating the overall financial statement presentation. We believe that our audits provide a
reasonable basis for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the financial
pusitien of the Company as of December 31, 2007 and 2006, and the results of its operations and its cash flows for each of the
yuars in the three-year period ended December 31, 2007, in conformity with U.S. generally accepted accounting principles.

As discussed in Note 2(t) to the consolidated financial statements, the Company changed its method of accounting for
income tax uncertainties in 2007,

We also have audited, in accordance with the standards of the Public Company Accounting Qversight Board (United
Srates), the Company’s internal control over financial reporting as of December 31, 2007, based on the criteria established in
Irternal Control-Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission
(COS0), and our report dated March 14, 2008 expressed an unqualified opinion on the effectiveness of the Company's internal
control over financial reporting.

fs/ KPMG LLP

Chartered Accountants, Licensed Public Accountants

Toronto, Canada
March 14, 2008

51




REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors and Sharcholders of
S$XC Health Solutions Corp.

We have audited SXC Health Solutions Corp. (“the Company”)’s internal control over financial reporting as of Decem-
ber 31, 2007, based on the criteria established in Internal Control-Integrated Framework issued by the Committee of Sponsoring
Organizations of the Treadway Commission {COSQ). The Company’s management is responsible for maintaining effective
internal contro! over financial reporting and for its assessment of the effectiveness of internal control over financial reporting
included in the accompanying Management’s Report on Internal Control Over Financial Reporting. Our responsibility is to
express an opinion on the Company’s internal contro! over financial reporting based on our audit.

We conducted our audit in accordance with the standards of the Public Company Accounting Oversight Board (United
States). Those standards require that we plan and perform the audit to obtain reasonable assurance about whether effective
internal controt over financial reporting was maintained in al! material respects. Qur audit included obtaining an understanding
of internal control over financial reporting, assessing the risk that a material weakness exists, and testing and evaluating the
design and operating effectiveness of internal control based on the assessed risk. Qur audit also included performing such other
procedures as we considered necessary in the circumstances. We believe that our audit provides a reasonable basis for our
opinion.

A company’s intemnal control over financial reporting is a process designed to provide reasonable assurance regarding the
reliability of financial reporting and the preparation of financial statements for external purposes in accordance with generally
accepted accounting principles. A company’s internal control aver financial reporting includes those policies and procedures
that (1) pertain to the maintenance of records that, in reasonable detail, accurately and fairly reflect the transactions and
dispositions of the assets of the company; (2) provide reasonable assurance that transactions are recorded as necessary (o permit
preparation of financial statements in accordance with generally accepted accounting principles, and that receipts and
expenditures of the company are being made only in accordance with authorizations of management and directors of the
company; and (3) provide reasonable assurance regarding prevention or timely detection of unauthorized acquisition, use, or
disposition of the company’s assets that could have a material effect on the financial statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect misstatements. Also,
projections of any evaluation of effectiveness to future periods are subject to the risk that controls may become inadequate
because of changes in conditions, or that the degree of compliance with the policies or procedures may deteriorate.

In our opinion, the Company maintained, in all material respects, effective internal control over financial reporting as of
December 31, 2007, based on the criteria established in Internal Control-Integrated Framework issued by the Committee of
Sponsoring Organizations of the Treadway Coemmission (COS0).

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board (United
States), the consolidated balance sheets of the Company as of December 31, 2007 and 2006, and the related consolidated
statements of operations, shareholders’ equity and cash flows for each of the years in the three-year period ended December 31,
2007, and our report dated March 14, 2008 expressed an unqualified opinion on those consolidated financial statements.

/s/ KPMG LLP
Chartered Accountants, Licensed Public Accountants

Toronto, Canada
March 14, 2008
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SXC HEALTH SOLUTIONS CORP.
Consolidated Balance Sheets

December 31,

2007

2006

(In thousands except share
data)

ASSETS
Current assets
Cash and cash equivalents (note 11{a)) . ... .. .. it e $ 90929 3 70,943
Accounts receivable, net of allowance for doubtful accounts of ........... ... ... ..., 17,990 14,312
$605 (2006 — $214)
Unbilled TeVenlE . .. .. e e et e e 1,195 1,976
Prepaid expenses . . .. .. e e 2,361 2.026
IvenIOrY . . . e e s 242 260
Income tax recoverable . . . ... ... e 1,073 —
Deferred income tax assel, current (ROIE F) . . . .. vttt it v i i et e e 3,246 2,360
Total CUrTENt ASSeLS . . . . .. ...\ ittt ittt et e et e e 117,036 91,877
Property, plant and equipment, net of accumulated depreciation of
$13,004 (2006 — S$10,0553 (nOME 3) . . . . ottt 13,629 10,114
Goodwill (ROLE B . . . s e e e e e 15,996 15,996
Other intangible assets, net of accumulated amortization of $4,734
(2006 — 33,130) (NOLE 6) . . . ..ot it e e e e e 9,661 11,245
Dreferred income tax asset (NOE 9) . . . . o oo ittt it ettt et e m e e 3,157 2,183
Total ASSBLS . . . .. . e e e $159479  $131.415
LIABILITIES AND SHAREHOLDERS’ EQUITY
Current liabilities
ACCOUNS PAYADIE . . . . e e $ 1,344 $ 655
Salaries and wages payable . . .. ... ... L e 2,909 4,183
Income taxes payable . . . .. ... ... e e — 594
Accrued labilities . . .. ... . i e et e e 4,807 3,457
Pharmacy benefit management rebates payable . ... ... .. .. ... ... .. .. . . 2,766 1,173
Pharmacy benefit claim payments payable. . ... ... ... i e 2,059 2,964
Defermed FEVeMUE . . . . .t e e e e e e e e e e e 6,750 3,242
Total current liabilities . . .. ... ... ... .. . i i e 20,635 16,268
Accrued Liabilities . . . ... o e e e e e e 764 —
Deferred income tax liability (note 9} .. ... ... ... e i 1,091 191
Do erred TevenUE. . . . L e e e e e 223 —
Deferred lease inducements (nOte 4) . . ... .. it e e e 3,222 3,169
Deferred tenl . . ..o e e e e e e e e e 1,087 297
Total liabilities . . . .. ... ... .. e 27,022 19,925
Shareholders’ equity
Common stock: no par value, unlimited shares authorized; 20,985,934 issued and cutstanding
at December 31, 2007 (2006- 20,444,400) . . .. ... . .. it e e e e 103,520 99,840
Additional paid-in capital . ... ... e e e 8,299 4,003
Retained eamings . . . .. . e e e e e e e 20,638 7.647
Total shareholdexs’ equity .. ...... ... ... ... . ... . .. . i 132,457 111,490
Total liabilities and shareholders’ equity . . . ... ... ... . ... .. ... ... ... ... ... . . .... $159479 $131,415

Commitments and contingencies (note 13}
Subsequent events (note 18)

See accompanying notes to the consolidated financial statements.
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SXC HEALTH SOLUTIONS CORP.

Consolidated Statements of Operations

Years Ended December 31,

2007 2006 2005
(inn thousands except share data)

Revenue:

Transaction ProCesSINE. . - .« oot v vt et e i e e e $54,273  $38,767  $21,446

MAIMIEMANCE . « .« - vt v ettt ot e m e ettt ae et ey 16,476 14,931 13,343

Professional SBrvVICES . . o vt i e e 14,031 16,915 11,109

SYSIEM SAlES. . . v vt et e e e e e 8,391 10,310 8,225
Total FEVEIUE . . . . .. ...t 93,171 80,923 54,123
Cost Of TBYEMUE. . . . ... ittt e it s et st e e 39,595 34,029 21,641
Gross profit . .. ... . e s 53,576 46,894 32,482
Expenses: i

Product development Costs . . . .. .. ..t e 10,206 8,858 9,075

Selling, general and administration . . ..., ... ... . i 26,532 18,656 12,860

Depreciation of property, plant and equipment (note 3) ... ... ... .. ... e 2,476 1,631 1,096

Amorization of intangible assets . .. ... . .. . i 1,584 1,584 1,566

Lease termination . . v . vt v i e e e e — 758 —

40,798 31,487 24,597

Income before the undernoted . . . .. ... ... ... . .. ... ... e 12,778 15,407 7.885
INEEIESt INCOIMIE .« o o o v et ot e e e e e et e e e e e et ettt e (4,690) (2,941) (549)
TRLETESL EXPEITSE . o o o vt v e s e et v a it mn e e e 112 1,867 1,896

Net interest (inCOME) EXPENSE. . . . . vt i it i i i n e s e e e ne e (4,578) (1,074 1,347
Net loss{gain) on disposal of capital assets . ............ ... ... . o 133 — (626)
Other (iNCOME) EXPENSE. « .+« o vttt e et ettt a e (221) 18 —
Income before income taXes. . . .. .. ... . i e e e e 17,444 16,463 7,164
Income tax expense (recovery):

000, y= 11 P 5,258 6,488 122

73w ¢ =7+ {960) (3,672) (680)

4,298 2,816 (558)

Net income and comprehensiveincome . .............. ... ... ... ... .. ... $13,146 $13.647 § 7,722
Earnings per share:

BaSIC .« o ot i e e e et e $ 063 $ 073 § 052

Diluted .. . o e e e e e $§ 061 3% 069 $ 050

See accompanying notes to the consolidated financial statements.
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SXC HEALTH SOLUTIONS CORP.
Consolidated Statements of Cash Flows

Years Ended December 31,

217 2006 2005
{In thousands)
Cash flow from operations:
NeUNCOMIE . . ... i e e $13,146 $13,647 § 7,722
Items not involving cash, net of effects from acquisition:
Stock-based compensation . .. ..., ... e 3,040 1,838 844
Depreciation of property, plant and equipment .. ........................ 3,994 2,519 1,740
Amortization of intangible assets. . . ... ... ... ... ... . 1,584 1,584 1,566
Amortization of deferred lease inducements andrent. . ... ... ... ............ 452 298 —
Write-off of deferred charges- long-termdebt. . .. .......... .. ... ... ... — 788 188
Loss (gain) on disposal of property, plant & equipment ... ................. 133 — (626)
Deferred INCOME TaXES . . . o v v o v ot i et ittt ettt e e (960) (3,672) (680)
(Gain) loss on foreign exchange . .. ... ... . . i e e (152) 6 20)
Cash received for lease inducement. .. ... . ... ... . i e — 758 —
Changes in operating assets and liabilities:
Accounts receivable. . . .. L. e e e (3,678) (5,662) (8)
Unbilled revenue, . . . ottt e e e e s 781 (974) (1,002)
Prepaid expenses. . . .. ... .. e (335) (B35) (387)
InVentOrY . . e e e e e 18 177 (244)
Income tax recoverable . . .. .. .. .. ... e (1,073) — —
Income taxes payable. . . . ., ... ... ... e (594) 404 37
Accounts payable . .. ... L e e 639 {111y 329
Accrued Habilities . . . . ... ... .. e e e 685 2,940 1,884
Deferred revenue. . . . ... ... i e e 3731 111 635
Pharmacy benefit claim payments payable . .. .......... ... .. .o o L., (905) 3,021 (84)
Pharmacy benefit management rebates payable . . . .......... ... ... . ... .., 1,593 1,173 —
Net cash provided by operations .. .......... .. i 22,149 18,010 11,800
Cash flow from investing activities:
ACQUISIHIONS | . . L ittt e e e e e —_ — (22,611)
Purchase of property, plant and equipment . . ... ... ... .. ... ... . ... .. (7,651) (8,887) (2,558)
Lease inducements received . .. o .o oo e e m 2,442 —
Proceeds from disposal of property, plant and equipment . . ... ... . ... . ..., 9 — 2,343
Net cash used in investing activities. . .. ...... ... ... i (7,251) (6,445)  (22,826)
Cash flow from financing activities:
Proceeds from exercise of OpUONS . . . . .. ... . i e e 2,531 421 421
Tax benefit on option exercises . . . ... .. s 2,405 1,433 —
Proceeds from public offering, net of issuance costs ... ... ... ... ... ..., .. —_ 34,680 17,981
Repaymentof debt . ... ... ... . .. . . . e — (13,102) (1,081)
Net cash provided by financing activities . .. ......... ... ... ... ...... 4,936 23,432 17,321
Effect of foreign exchange oncash balances . .. ...... ... ... .. ........... 152 (6) 20
Increase in cash and cash equivalents . . ... ... ... ... ... ... .......... 19,986 34,991 6,315
Cash and cash equivalents, beginning of period . .. .. ... ... .. ... ... . L. 70,943 35,952 29,637
Cash and cash equivalents, end of period. . . ... .. .. ... .. .. .. ............ $90,929 $70943 § 35952

Supplemental cash flow information (note 11)

See accompanying notes to the consolidated financial statements.
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SXC HEALTH SOLUTIONS CORP.
Consolidated Statements of Shareholders’ Equity

Common Stock Agﬁgfﬂd g:ﬁll:;
Number Amount Capital {Deficit} Total
{In thousands except share data)

Balance at December 32,2004 .. ... ... ... ... ..., 14,579,624 $ 45363 § 912 $(13,722) $ 32,553
Netincome . ... vt iin ittt s it e o n e — —_ — 7,722 7,722
Exercise of stock options. . . .................... 109,209 421 — — 42]
Issuance of common shares . . . .......-cccoun.on.. 2,250,000 17,931 — — 17,931
Stock-based compensation . . . . ......... ... — — 844 — 844

Balance at December 31,2005 . ... ... ... ... ...... 16,938,833 $ 63,715 $1,75 3§ (6,0000 3 59471
Netincome . .......ciiiiiiin e, — _ — 13,647 13,647
Exercise of stock options. . . .............. ... ... 305,657 1,445 (1,024) —_ 421
Tax benefit on options exercised. . ... ......... ... — — 1,433 — 1,433
Issuance of common shares . . ................... 3,200,000 34,680 — —_— 34,680
Stock-based compensation . . . ... . i — — 1,838 — 1,838

Balance at December 31,2006 .................... 20,444,490 $ 99840 $4003 $ 7647 5111490
Change in accounting for income tax uncertainties

Mote 2(1)) « v v i e e — — — (155) (155)

Balance at December 31, 2006, as revised. . .. .. ....... 20444490 $ 99840 54003 § 7492 $111,335
Netincome . .......... ...t inremenenannnnn _ — — 13,146 13,146
Exercise of stockoptions . . . . .................. 541,444 3,680 (1,149) —_ 2,531
Tax benefit on options exercised. . .. ............. — —_ 2,405 — 2,405
Stock-based compensation . .. .. ................ —_ — 3,040 — 3,040

Balance at December 31,2007. ... ................ 20,985,934 $103520 $8299 20,638 $132,457

See accompanying notes to the consolidated financial statements.
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SXC HEALTH SOLUTIONS CORP.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

1, Description of Business

SXC Health Solutions Corp. (the “Company™) is a leading provider of pharmacy benefits management services and
healthcare information technology solutions to the healthcare benefits management industry. The Company’s product offerings
and solutions combine a wide range of software applications, application service provider processing services and professional
services designed for many of the largest organizations in the pharmaceutical supply chain, such as federal, provincial, and state
and local governments, pharmacy benefit managers, managed care organizations, retail pharmacy chains and other healthcare
intermediaries. The Company’s headquarters are based in Lisle, Illinois with offices in Scottsdale, Arizona; Warminster,
Pennsylvania; Alpharetta, Georgia; Milton, Ontario and Victoria, British Columbia.

Effective June 27, 2007, the Company changed its name to SXC Health Solutions Corp. from Systems Xcellence, Inc. and
was continued under the Business Corporations Act (Yukon). Shareholders approved the name change and the continuance at the
annual and special meeting of shareholders held on May 16, 2007,

1, Significant accounting policies

Significant accounting policies are summarized below:

(a} Basis of presentation:

The consolidated financial statements of the Company have been prepared in accordance with accounting principles
generally accepted in the United States (“U.S. GAAP") and include its wholly-owned subsidiary, SXC Health Solutions, Inc, a
"fexas Corporation. All significant inter-company transactions and balances have been eliminated on consolidation. Amounts in
the consolidated financial statements are expressed in U.S. dollars, except where indicated.

(b) Use of estimates:

The preparation of financial statements in conformity with U.S. GAAP requires management to make estimates and
assumptions that affect the reported amounts of assets and liabilities, and disclosure of contingent assets and liabilities at the date
of the financial statements and the reported amounts of revenue and expenses during the period. Significant items subject to such
estimates and assumptions include revenue recognition, purchase price allocation in connection with acquisitions, valuation of
property, plant and equipment, valuation of intangible assets acquired and related amortization periods, impairment of goodwill,
contingencies and valuation allowances for receivables and income taxes. Actual results could differ from those estimates.

(c) Revenue recognition:

The Company’s revenue is derived from transaction processing services, maintenance, professional services, and systems
sales (including software license and hardware sales).

The Company recognizes revenue when all of the following conditions are satisfied: (1) there is persuasive evidence of an
arrangement; (2) the service or product has been provided to the customer and no uncertainties exist surrounding product
ccceptance; (3) the amount of fees to be paid by the customer is fixed or determinable; and (4} the collection of fees is reasonably
essured.

When the Company enters into arrangements with multiple deliverables, it applies FASB Emerging Issues Task Force
(“EITF") 00-21, Revenue Arrangements with Multiple Deliverables (“EITF 00-217), and evaluates each deliverable to determine
whether it represents a separate unit of accounting based on the following criteria: (1) whether the delivered item has value to the
customer on a stand-alone basis, (2) whether there is objective and reliable evidence of the: fair value of the undelivered item(s),
nd (3) if the contract includes a general right of return relative to the delivered item, delivery or performance of the undelivered
item(s) is considered probable and substantially in the control of the Company. If objective reliable evidence of fair value exists
tor all units of accounting in the arrangement, revenue is atlocated to each unit of accounting or element based on relative fair
values. In situations where there is objective and reliabte evidence of fair value for all undelivered elements, but not for delivered
elements, the residual method is used to allocate the contract consideration. Under the residual methed, the amount of revenue
zllocated to delivered elements equals the total arrangement consideration less the aggregate fair value of any undelivered
¢lements.

Each unit of accounting is then accounted for under the applicable revenue recognition guidance. In cases where elements
cannot be treated as separate units of accounting under EITF 00-21, the elements are combined into a single unit of accounting
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5XC HEALTH SOLUTIONS CORP.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

for revenue recognition purposes and revenue is deferred and recognized based on the revenue recognition guidance applicable
to the last delivered element within the unit of accounting.

Revenue is recognized for specific types of transactions as follows:

Transaction processing revenue: Revenue from transaction processing includes application service provider (“ASP”) and
swilching services. ASP services consist primarily of hosting, claims adjudication, customer support, financial reporting, on-line
and off-line data storage and rebate administration services. The Company earns a transaction fee for each transaction processed.
The Company recognizes revenue at the time the transaction is processed provided the related contracts include a substantive
minimum monthly payment which exceeds the fair value of any undelivered elements. If a substantive monthly minimum
payment does not exist in the customer contract, the fair value of any undelivered elements is deferred. The residual amount of
the contract is recognized at the time the transaction is processed.

Certain ASP contracts contain performance-based revenue that is not finalized vntil the end of a period of time specified in
the contract. Under such an arrangement, revenue is deferred until the end of the period as the Company may be obligated to pay
the customer if the performance objective is not met,

Switching services consist of customers using the Company’s software to connect electronically to their insurance company
either through a telephone line or the internet. Each connection is billed to the customers by the Company as an electronic claims
submission otherwise known as a “switching transaction”. For switching services, the revenue is recognized as the services are
performed.

System sales revenue: Revenue from software licenses is recognized in accordance with the American Institute of
Certified Public Accountant’s Statement of Position (“SOP"}No, 97-2, Software Revenue Recognition, as amended by SOP 98-9,
Modification of SOP No. 97-2, Saftware Revenue Recognition with Respect to Certain Transactions. Revenue is recognized
when all the conditions described above are satisfied. In the event the fee is not fixed or determinable, revenue is recognized as
the payments become due from the customer. In cases where collectibility is not deemed probable, revenue is recognized upon
receipt of cash, assuming all other criteria have been met.

Typically, software license agreements are multiple element arrangements as they also include professional services,
related maintenance, hardware, and/or implementation services fees. Arrangements that inciude consulting services are
evaluated to determine whether those services are considered essential to the functionality of the software.

When services are considered essential to the functionality of the software and significant customization of the software is
required, license and professional services revenues are recognized using the percentage-of-completion method where
reasonably dependable estimates of progress toward completion of a contract can be made in accordance with SOP 81-1,
Accounting for Performance of Construction-Type and Certain Production-Type Contracts, as prescribed by SOP 97-2. The
Company estimates the percentage-of-completion on contracts utilizing actual hours worked to date as a percentage of the total
estimated hours at project completion, subject to meeting agreed milestones. In the event that a milestone has not been reached,
the associated cost is deferred and revenue is not recognized until the customer has accepted the milestone. Recognized revenues
and profit are subject to revisions as the contract progresses to completion. Revisions to estimates may occur periodically during
the project due to change orders or contract amendments initiated and agreed to by the customer. Revisions in profit estimates are
charged to eamings in the period in which the facts that give rise to the revision become known. Contract revenue recognized,
based on hours worked toward completion of the project, that are unbilled are accurnulated in unbilled revenue within current
assets. Billings in excess of revenue recognized to date on contracts are recorded within deferred revenue. If the Company does
not have a sufficient basis 1o estimate the progress towards completion, revenue is recognized using the completed contract
method, that is, when the project is complete or when final acceptance is received from the customer.

When services are not considered essential to the functionality of the software and significant customization of the software
is required, the entire arrangement fee is allocated to each element in the arrangement based on the respective vendor specific
objective evidence (“VSOE") of the fair value of each element. VSOE used in determining the fair value of license revenues is
based on the price charged by the Company when the same element is sold in similar volumes to a customer of similar size and
nature on a stand-alone basis, VSOE used in determining fair value for installation, integration and training is based on the
standard daily rates for the type of services being provided multiplied by the estimated time to complete the task. VSOE used in
determining the fair value of maintenance and technical support is based on the annual renewal rates. The revenue allocable to
the consulting services is recognized as the services are performed. In instances where VSOE exists for undelivered elements but
does not exist for delivered elements of a software arrangement, the Company uses the residual method of allocation of the
arrangement fees for revenue recognition purposes. If VSOE cannot be established for the undelivered elements of a license
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SXC HEALTH SOLUTIONS CORF.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS -— (Continued)
agreement, the entire amount of revenue under the arrangement is deferred until these elements have been delivered or VSOE
can be established.

Maintenance revenue: Maintenance revenues consist of revenue derived from contracts to provide post-contract customer
support (“PCS™) 1o license holders. These revenues are recognized ratably over the term of the contract. Advance billings of PCS
are not recorded to the extent that the termn of the PCS has not commenced or payment has not been received.

Professional services reverue: Professional services revenues are recognized as the: services are performed, generally on
2 time and material basis. Professional services revenues attributed to fixed price arrangements are recognized over the service
period based on a proportionate performance method whereby the performance is estimated utilizing direct labor costs incurred
1o date as a percentage of total estimated direct labor costs to complete the project.

(d) Cash and cash equivalents:

The Company considers cash on hand, deposits in banks, money market funds and bank term deposits with original
raaturities of 90 days or less as cash and cash equivatents. The amounts presented in the consolidated financial statements
approximate the fair value of cash and cash equivalents. '

{e) Deferred charges:

Deferred charges consisted of deferred financing costs relating to the issuance of long-term debt. Amortization was

provided using the effective-interest method over the term of the related debt, which prior to repayment was six years.
() Inventory:

Inventory consists primarily of computer hardware and sub-licensed software held for resale and is carried at the lower of

cost or net realizable value. Inventory costs are calculated using the first-in, first-out method.
(g) Property, plant and equipment:

Property, plant and equipment (“PP&E”) are stated at cost less accumulated depreciation. Depreciation is generally
calculated over the expected estimated useful lives of the assets. Assets are depreciated on the following bases and annual rates:

Asset Busls Rate
Furniture and equipment . ... .. Declining balance/straight line  20%/ 5 years
Computer equipment and
software , .. .. ... ... ... Straight line 3 to 5 years
Leasehold improvements .. .. .. Straight line Over the shorter of lease term or useful life

Effective January 1, 2006, the Company adopted a new basis of depreciation for subsequent additions 1o a new category of
furniture and equipment, straight line over 5 years on a prospective basis. Previously acquired furniture and equipment continue
ta be depreciated using the 20% declining balance method.

In the fourth quarter of 2006, as a result of the Company’s review of its depreciation policies, the Company changed its
accounting estimate regarding the useful life of certain computer equipment. Previously, the equipment had been depreciated
aver three years; however, the Company determined that five years wasta more reasonable useful life for certain data center
computer equipment purchased after January 1, 2006. The impact of this change was not material to the consolidated financial
statements.

(h)} Valuation of Allowance for Doubtful Accounts:

In assessing the valuation of the allowance for doubtful accounts, management reviews the collectibility of accounts
receivable in aggregate and on an individual account-basis. Management then reviews the accounts receivable on an individual
customner-basis to determine if events such as subsequent collections, discussions with management of the debtor companies, or
other activities lead to the conclusion to either increase or decrease the calculated allowance. Any increase or decreased to the
allowance are expensed to the income statement as a bad debt expense.
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SXC HEALTH SOLUTIONS CORP.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

(i} [Impairment of long-lived assets:

Long-lived assets or asset groups held and used, including PP&E and purchased intangibles subject to amortization, are
reviewed for impairment whenever events or changes in circumstances indicate that the carrying amount of an asset may not be
recoverable. Circumstances which could trigger a review include, but are not limited to: significant decreases in the market price
of the asset; significant adverse changes in the business climate or legal factors; the accumulation of costs significantly in excess
of the amount originally expected for the acquisition or construction of the asset; current period cash flow or operating losses
combined with a history of losses or a forecast of continuing losses associated with the use of the asset; and a current expectation
that the asset will more likely than not be sold or disposed of significantly before the end of its previously estimated useful life,
Recoverability is assessed based on the carrying amount of the asset and the sum of the undiscounted cash flows expected to
result from the use and the eventual disposal of the asset or asset group. An impairment loss is recognized when the carrying
amount is not recoverable and exceeds the fair value of the asset or asset group. The impairment loss is measured as the amount
by which the carrying amount exceeds fair value. During each of the years ended December 31, 2007, 2006 and 2005, no events
or circumstances occurred that indicate that the carrying amounts of the long-lived asset may not be recoverable.

() Goodwill:

Goodwill is the residual amount that results when the purchase price of an acquired business exceeds the sum of the
amounts allocated to the assets acquired, less liabilities assumed, based on their fair values. Goodwill is allocated as of the date of
the business combination to the Company’s reporting unit that is expected to benefit from the synergies of the business
combination.

Goodwill is not amortized but is tested for impairment annually on December 31, or more frequently, if events or changes in
circumstances indicate that the asset might be impaired. Circumstances that could trigger an impairment test include; a
significant adverse change in the business climate or legal factors; an adverse action or assessment by a regulator; unanticipated
competition; the loss of key personnel; a change in reportable segments; the likelihood that a reporting unit or significant portion
of a reporting unit will be sold or otherwise disposed of; the results of testing for recoverability of a significant asset group within
a reporting unit; and the recognition of 2 goodwill impairment loss in the financial statements of a subsidiary that is a component
of a reporting unit.

The impairment test is carried out in two steps. In the first step, the carrying amount of the reporting unit is compared with
its fair value. When the fair value of a reporting unit exceeds its carrying amount, goodwill of the reporting unit is considered not
to be impaired and the second step of the impairment test is unnecessary. The second step is carried out when the carrying amount
of a reporting unit exceeds its fair value, in which case the implied fair value of the reporting unit’s goodwill is compared with its
carrying amount to measure the amount of the impairment loss, if any. The implied fair value of goodwill is determined in the
same manner as the value of goodwill is determined in a business combination using the fair value of the reporting unit as if it was
the purchase price. When the carrying amount of reporting unit goodwill exceeds the implied fair value of the goodwill, an
impairment loss is recognized in an amount equal to the excess and is presented as a separate line item in the consolidated
statement of operations. The Company completed its goodwill impairment test at December 31, 2007 and 2006 and determined
no impairment existed.

(k) Intangible assets:

Intangible assets acquired individually or as part of a group of other assets are initially recognized and measured at cost, The
cost of a group of intangible assets acquired in a transaction, including those acquired in a business combination that meet the
specified criteria for recognition apart from goodwill, is allocated to the individual assets acquired based on their fair values.

Intangible assets with finite useful lives are amortized over their estimated useful lives on a straight-line basis, The straighi-
line method reflects the pattern in which customer relationships are consumed, and is also used for acquired software as a
consumption pattern cannot be reliably determined. Customer relationships are currently amortized over ten years and acquired
software is currently amortized over five years.

(1) Research and product development:

Research costs are expensed as incurred in accordance with FASB Statement No. 2, Accounting for Research and
Development Costs. Costs related to development of software are expensed as incurred unless such costs meet the criteria for
capitalization and amortization in accordance with FASB Statement No. 86, Accounting for the Costs of Computer Software to be
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Sold, Leased or Otherwise Marketed. The Company has not capitalized any software development costs incurred during 2007,
2006 and 2005.

Expenditures on equipment used in research and development activities are recorded as PP&E.

(m) Investment Tax Credits:

Refundable investment tax credits for Scientific Research and Experimental Development (*SRED™) activities are recorded
when the Company has reasonable assurance that the credit will be realized. Management has made a number of estimates and
assumptions in determining the expenditures eligible for the investment tax credit claim. It is possible that the allowed amount of
the investment tax credit claim could be materially different from the recorded amount upon assessment by the Canada Revenue
Agency. Refundable investment (ax credits are recorded as a reduction of income tax expense on the consolidaled statements of
operations.

(n) Stock-based compensation:

Effective January 1, 2006, the Company adopted FASB Statement No, 123R Share-Bused Payment (“SFAS 123R”), which
revises FASB Statement No. 123, Accounting for Stock-Based Compensation (“SFAS 1237). The Company has adopted
SFAS 123R using the modified-prospective method and, therefore, recognizes share-based compensation for any new share-
based awards and awards modified, repurchased or cancelled afier January 1, 2006 over the requisite service period. In addition,
the Company recognizes stock-based compensation expense for previously unvested awards outstanding as of January 1, 2006
over the remaining portion of the requisite service period.

The Company voluntarily adopted fair value accounting for share-based awards effective January 1, 2004 (under
SFAS 123) using the modified-prospective transition method. The Company did not have any deferred compensation,
stock-based compensation liabilities or deferred income taxes recorded as of January 1, 2004. Share-based awards granted
or modified on or after January 1, 2004, have been measured using the fair value of the award and recognized over the requisite
service period. The remaining costs of these awards will be recognized over the requisite service period following the provisions
o7 SFAS 123R.

Under SFAS 123R, the Company is required to determine the fair value of the stock-based awards granted. For stock options
issued to employees and directors, compensation cost related to those awards is measured based on the fair value of the options
on the date of the grant that is determined by using the Black-Scholes-Merton option-pricing model. The compensation cost of
the options expected to vest is recognized straight-line over the service period as compensation expense and additional paid-in
capital. In addition, SFAS 123R requires the Company estimate forfeitures as part of the initial measure of the grant date fair
value of the award, The cumulative effect of the change in accounting policy for the adjustment related to the forfeitures for the
prior periods was $50,000 at January 1, 2006.

For stock-based awards that are deductible for tax purposes, the cumulative compensation cost is treated as a lemporary
difference. If a deduction reported on a tax return exceeds the cumulative compensation cost for those awards, any resulting
realized tax benefit that exceeds the previously recognized deferred tax asset for those awards (the excess tax benefit) is
recognized as additional paid-in capital. If the amount deductible is less than the cumulative compensation cost recognized for
financial reporting purposes the write-off of a deferred tax asset related to that deficiency, net of the related vatuation altowance,
if any, is first offset to the extent of any remaining additional paid-in capital from excess tax benefits from previous awards with
the remainder recognized in the income statement.

(o) Foreign currency:

The Company’s functional currency and reporting currency is the U.S. dollar. Monetary items denominated in foreign
currency are translated to U.S, dollars at exchange rates in effect at the balance sheet date and non-monetary itlems are translated
at rates in effect when the assets were acquired or obligations incurred. Revenue and expenses are translated at rates in effect at
the time of the transactions. Foreign exchange gains and losses are included in the consolidated statements of operations as
*Other (income) expense.”

(p) Earnings per share:

Basic earnings per share (“EPS”) is computed by dividing net income by the weighted-average number of common shares
outstanding for the period. Diluted EPS is computed by dividing net income by the weighted average number of commen shares
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adjusted for the dilutive effect of outstanding stock options. The dilutive effect is calculated by assuming that the proceeds from
the exercise of in-the-money stock options were used to acquire shares of common stock at the average market price for the
period.

(q) [Income taxes:

The Company uses the asset and liability method of accounting for income taxes. Deferred tax assets and liabilities are
recognized for the deferred tax consequences attributable to differences between the financial statement carrying amounts of
existing assets and liabilities and their respective tax bases and operating loss carryforwards. Deferred tax assets and liabilities
are measured using enacted tax rates expected to apply to taxable income in the periods in which those temporary differences are
expected (o be recovered or settled. The effect on deferred tax assets and liabilities of a change in tax rates is recognized in
income in the period that includes the date of enactment.

Taxable benefits utilized by the Company as a result of historical net operating losses (“NOLs™) and tax-related temporary
differences are recognized in accordance with SFAS No. 109, Accounting for Income Taxes. In assessing the realizability of
deferred income tax assets (“DTAs"), management considers whether it is more likely than not that some portion or all of the
DTAs will be realized. The ultimate realization of DTAs is dependent upon the generation of future taxable incorne during the
period in which those temporary differences become deductible, in addition to management’s tax planning strategies.
Management considers projected future taxable income, uncertainties related to the industry in which the Company operates,
tax planning strategies, and historical taxable income comparing actual levels of taxable income with pretax book income in
making this assessment. In consideration of net losses incurred, the Company has provided a valuation allowance to reduce the
net carrying value of DTAs to the extent that it is not more likely than not that the results of future operations will generate
sufficient taxable income to realize the net carrying value of DTAs. The amount of this valuation allowance is subject to
adjustment by the Company in future periods based upon its assessment of evidence supporting the degree of probability that
DTAs will be realized.

(r) Deferred lease inducements:
Deferred lease inducements represent cash inducements and tenant improvement allowances received from the Company’s
landlords that are amortized against rent expense on a straight-line basis over the term of the related lease.

(s) Deferred rent:

When the terms of an operating lease provide for periods of free rent, rent concessions and/or rent escalations, the Company
records rent expense on a straight-line basis over the term of the related lease. The difference between the rent expense
recognized and the actual payments made in accordance with the lease agreement is recognized as deferred rent liability,

(t) Recently Adopted Accounting Standards:

FASB Interpretation No. 48

Effective January 1, 2007, the Company adopted the provisions of FASB Interpretation No. 48, Accounting for Uncertainty
in Income Taxes (“FIN 487), an interpretation of FASB Statement No. 109, Accounting for Income Tuxes (“SFAS 109”). FIN 48
prescribes a recognition threshold and measurement attribute criteria for the financial statement recognition and measurement of
a tax position taken or expected lo be taken in a tax return. The interpretation also provides guidance on derecognition,
classification, interest and penalties, accounting in interim periods, disclosure and wransition. Benefits from tax positions are
recognized in the consolidated financial statements only when it is more likely than not that the tax position will be sustained
upon examination by the appropriate taxing authority that would have full knowledge of all relevant information, A tax position
that meets the more-likely-than-not recognition threshold is measured at the largest amount of benefit that is greater than fifty
percent likely of being realized upon settlement.

As a result of the implementation of FIN 48, the Company recognized an adjustment in the liability for unrecognized
income tax benefits of $155,000 as a reduction in the beginning balance of retained earnings.

The Company recognizes interest and penalties related to uncertain tax positions in income tax expense.
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FASB Statement No. 123R

Effective January 1, 2006, the Company adopted the provisions of SFAS 123R, which requires all share-based payments to
bz recognized in the financial statements based on the grant date fair values using either a modified-prospective or modified-
retrospective transition method, The Company adopted this standard using the modified — prospective method and, therefore,
recognized stock-based compensation expense for any new share-based awards and awards modified, repurchased or cancelled
a’ter January 1, 2006 over the requisite service period. In addition, the Company recognizes stock-based compensation expense
for previously granted unvested awards outstanding as of January 1, 2006 over the remaining portion of the requisite service

=riod. Under SFAS 123R, the Company is required to determine the grant date fair value of the stock-based awards granted. The
Company is continuing to use the Black-Scholes option pricing model to value these options. The related grant date fair value is
subsequently recognized as stock-based compensation expense over the requisite service period.

SEC Staff Accounting Bulletin No. 108

In September 2006, the SEC issued Staff Accounting Bulletin No. 108, Considering the Effects of Prior Year Misstatements
when Quantifying Misstatements in Current Year Financial Statements (“SAB 108”). SAB 108 requires that public companies
wilize a “dual-approach” to assessing the quantitative effects of financial misstatements. This dual-approach includes both an
income statement focused assessment and a balance sheet focused assessment. The Company adopted SAB 108 effective
January 1, 2006 with no impact on the Company's consolidated financial statements.

FASB Statement No. 154

In May 2005, the FASB issued Statement No. 154, Accounting Changes and Error Corrections (“SFAS 1547), which
replaces Accounting Principles Board Opinion No. 20, Accounting Changes, and SFAS No. 3, Reporting Accounting Changes in
Interim Financial Statements. SFAS 154 provides guidance on the accounting for and reporting of changes in accounting
ptinciples and error corrections. SFAS 154 requires retrospective application to prior period’s financial statements of voluntary
changes in accounting principle and changes required by new accounting standards when the standard does not include specific
transition provisions, unless it is impracticable to do so. Certain disclosures are also required for reslatements due to correction of
ar. error. SFAS 154 is effective for accounting changes and corrections of errors, made in fiscal years beginning after
Dzcember 15, 2005. The Company adopted this standard effective January 1, 2006. Its impact on the consolidated financial
statements will depend on the nature of future accounting changes and the nature of transitional guidance provided in future
accounting pronouncements.

(u) Accounting Standards yet to be Adopted:

In December 2007, the FASB issued Statement No. 141 (revised 2007), Business Combinations ("SFAS 141(R)”), which
agplies to all transactions or other events in which an entity (the acquirer) obtains control of ene or more businesses, SFAS 141(R)
establishes principles and requirements for how the acquirer recognizes and measures in its financial statements the assets,
lizbilities, noncontrolling interest and goodwill related to a business combination. SFAS 141(R) also establishes what
information to disclose to enable users of the financial statements to evaluate the nature and financial effects of the business
combination. SFAS 141(R) applies prospectively to business combinations for which the acquisition date is on or after January 1,
2009 and wilt impact the Company with respect to future business combinations entered into on or after January 1, 2009.

In December 2007, the FASB issued Statement No. 160, Noncontroliing Interests in Consolidated Financial Statements —
an amendment of ARB No. 51 (“SFAS 16(7"), which establishes accounting and reporting standards for entities that have an
outstanding noncontrolling interest in one or more subsidiaries or that deconsolidate a subsidiary. A noncontrolling interest is the
portion of equity in a subsidiary not attributable, directly or indirectly, to a parent. SFAS 160 is effective for the Company’s fiscal
year beginning January 1, 2009 and will impact the Company with respect to future business combinations entered into on or
afier January 1, 2009.

In February 2007, the FASB issued Statement No. 159, The Fair Value Option for Financial Assets and Financial
Liabitities — Including an amendment of FASB Statement No. 115 (“SFAS 159”), which permits companies to measure many
financial instruments and certain other items at fair value. The objective is to improve financial reporting by providing
companies with the opportunity to mitigate volatility in reported eamings caused by measuring related assets and liabilities
differently without having to apply complex hedge accounting provisions. SFAS 159 is effective for the Company’s fiscal year
bezinning January 1, 2008 and is not expected 10 have an impact on the Company’s consolidated financial statemnents.
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In September 2006, the FASB issued Statement No. 157, Fair Volue Measurements (“SFAS 1577), which addresses how
companies should measure fair value when they are required to use a fair value measure for recognition or disclosure purposes
under generally accepted accounting principles. SFAS 157 is effective for the Company's fiscal year beginning January 1, 2008,
In February 2008, FSP FAS 157-2 was issued which defers the effective date of SFAS 157 to fiscal years beginning after
November 15, 2008 for nonfinancial assets and nonfinancial liabilities, except for items that are recognized or disclosed at fair
value in an entity’s financial statements on a recurring basis. SFAS 157 is not expected to have a significant impact on the
Company’s consolidated financial statements.

3. Property, plant and equipment
Accumulated Net Book

December 31, 2007 Cost Depreciation Value
{In thousands)

Furniture and equipment . . . ... ... .. it $ 2,680 $(1,296) $ 1,384

Computer equipment and software . ................... ... ... 19,712 (10,842) 8,870

Leaschold improvements . ... ..... .« i i s 4,241 (866) 3,375

$26,633 $(13,004)  $13,629

Accumulated Net Book

December 31, 2006 Cost Depreciation Value
{In thousands)

Furniture and equipment ... ....... ... ettt $ 2,429 $ (944) $ 1485

Computer equipment and software . ......... ... ... ... . . ... 14,157 (8,436) 5,721

Leasehold improvements _ . .. .. .... .. . i e 3,583 {675) 2,908

$20,169 $(10,055)  $10,114

Depreciation expense totaled $4.0 million, $2.5 million and $1.7 million for the years ended December 31, 2007, 2006 and
2005, respectively. Of the total depreciation expense, $1.5 million, $0.9 million and $0.6 million was related to the data center
operations and allocated to cost of revenue for the years ended December 31, 2007, 2006 and 2005, respectively.

4, Deferred lease inducements

The following table summarizes activity related to deferred lease inducements for the years ended December 31, 2007 and
2006 (in thousands):

Balance, December 31, 2005 . .. .. ... . e 5 —
AdAIONS . . L e e e e e e e e e e e 3,200
AMOTTIZALON . . . o ottt e e et et et e e e e e e (31)
Balance, December 31, 2006 . .. ... oo o it e g
AQdIONS . . oL e e e e e e 391
AMOTHZAION . . .. e e e e e e e (338)
Balance, December 31, 2007 . .. ... .. i e e $3,222

During 2006, the Company entered into two new operating lease agreements for new office space in Lisle, Illinois and
Scottsdale, Arizona. As part of these agreements, the Company received certain lease inducements including cash and tenant
improvement allowances. The inducements are amortized on a straight-line basis over the term of the lease as a reduction of rent
expense.

During 2006, gross lease inducements totalled $3,200,000, of which $758,000 was received in cash as reimbursement for
the lease termination fee paid by the Company to the lessor of the U.S. headquarters located in Lombard, Ilinois to terminate the
lease effective March 31, 2007. The remaining $2,442,000 represents amounts paid by the landlord for leasehold improvements
and other assets related to the leased facility acquired on behalf of the Company, as per the lease agreement.
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During 2007, additions to gross lease inducements represents amounts paid by the Jandlord for leasehold improvements
telated to the leased facility acquired on behalf of the Company, as per the lease agreement.

5. Goodwill

On December 17, 2004, the Company, through a wholly-owned subsidiary, acquired all of the cutstanding shares of Healih
Business Systems, Inc. (“HBS"), based in Warminster, Pennsylvania, which provides retail pharmacy management systems and
workflow technology.

On the date of the acquisition, the Company issued $18 million in notes payable, and agreed to pay $2 million of contingent
consideration dependent upon financial earn-out targets. In January 2005, the Company paid $18 million in cash in settlement of
the notes it had issued to the shareholders of HBS on the acquisition date. In June 2005, the Company paid $2 million to an
interest-bearing escrow account, subject to specified earn-out targets being met. The contingency was resolved in September
2006 and the additional $2 million consideration was reclassified from “Other assets” to “Goodwill.” During January 2007, the
$2 million was released from escrow and paid to the former shareholders of HBS.

6. Other intangible assets

Gross Accumulated Net Book
December 31, 2007 Amount Amortization Value
{In thousands}
Customer relationships . . . . ..ot $12,950 $(3,874) $9,076
Acquired software . . ... ... . 1,445 (860) 585
Total . ... o e e e e $14,395 $(4,734) $9,661
Gross Accumulated Net Book
December 31, 2006 Amount Amortization Value
{In thousands)
Customer relationships. .. ... ... ... L i $12,950 $(2.579) $10,371
Acquired SOIIWAIE . . .. ..t 1,445 (571) 874
Total .. e e e e e e $14,395 $(3,150) $11,245

Amortization expense related to customer relationships will be $1,295,000 for each of the five years ending December 31,
2012. Amortization expense related to acquired software for 2008 and 2009 will be $289,000 cach year. The remaining
amortization expense related to acquired software will be recorded in 2010, at which time such assets will become fully
amortized.

7. Long-term liabilities

The Company had no long-term liabilities at December 31, 2007 and 2006.

Long-term debt:

In 2004, the Company amended and increased its senior secured credit facility by $6 million to $13.6 million and
terminated the revolving line of credit. The amended terms of the Company's credit facility included a six-year term with
guarterly principal payments that commenced on December 31, 2005 and was to mature on December 31, 2010. The intercst rate
cn the amended credit facility was calculated in the same manner noted above. The effective interest rate for the year ended
December 31, 2005 was 11.2%.

The deferred charges related to the original debt along with the costs incurred by the Company related to the amended long-
tarm debt were being amortized over the term of the amended debt.

The credit facility was a senior secured arrangement, secured by the Company’s U.S. subsidiary and guaranteed by the
Company.
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On July 5, 2006, the Company repaid its outstanding line of credit and term loan. The Company paid cash consideration of
$12.8 million, which consisted of $12.6 million in principal and $0.2 million in a prepayment fee and accrued interest. The
Company wrote off related unamortized deferred financing costs of $0.8 million.

Interest expense relates to the following for the years ended December 31, 2007, 2006 and 2005 (in thousands):

2007 2006 2005
Eong-term liabilities . . . .. ... . i e $— § 970 $1,582
Bank charges . . oo v et e e e 112 109 126
Deferred charges —long-termdebt . ...... ... . ... .. . . — 788 188
20 $112  $1,.867 $1,896
8. Capitat stock
(a) Common shares:
(1) Authorized: Unlimited no par voting common shares
(if) Issued and outstanding:
Number of
Shares (iii) Amount
(In thousands except share
dala)
Balance, December 31, 2004 . .. ... . e e e 14,579,624  § 45,363
Issuance of common shares . ... ... . . i e e 2,250,000 17,931
Exercise of OPUONS . . .. oo o 109,209 421
Balance, December 31, 2005 . . ... ... . e e e 16,938,833 63,715
[ssuance of common shares(iv). . . . ... ... L e 3,200,000 34 680
Exercise of OpliOns . . .. ... ... e 305,657 1,445
Balance, December 31, 2006 . . . .. ... . e e 20,444,490 99,840
Exercise of options . . .. . ... L e e 541,444 3,680
Balance, December 31, 2007 . . . .. .. 20,985,934  $103,520

For the years ended December 31, 2007, 2006 and 2005, proceeds from the exercise of stock options totalled $2,531,000,
$421,000 and $421,000, respectively. The additional amounts relate to the reclassification of the fair value of those options from
additional paid-in capital to common shares.

(iif) Share consolidation:

On June §, 2006, the Company filed articles of amendment to effect a four-to-one share consolidation of the Company’s
outstanding common shares, The share consolidation was approved by the shareholders of the Company on May 17, 2006.
Accordingly, information relating to the number of shares and net income per share presented in the consoelidated statements of
operations gives effect to this share consolidation for ali periods presented.

(iv) Issuance of common shares:

On November 29, 2005, the Company completed a public offering of 2,250,600 common shares at a price of Cdn.$10.00 per
common share with proceeds of $19,231,000 (Cdn.$22,500,000). Share issuance costs were approximately $1,300,000.

On June 22, 2006, the Company filed a short-form prospectus in Canada and a registration statement in the United States, in
connection with the issue of 3,200,000 common shares of the Company. The gross proceeds of the issuance were $38,660,000,
excluding underwriting fees and issuance costs of $2,596,000 and $1,384,000, respectively.
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(b) Stock Option Plan:

The Company maintains a stock option plan, as amended (the “Flan™) which provides for a maximum number of common
shares of the Company to be issued as option grants. A committee of the Board of Directors determines award amounts, option
prices and vesting periods, subject to the provisions of the Plan. All officers, directors, employees and service providers of the
Company are eligible to receive option awards at the discretion of the committce. Options issued under the Plan entitle holders to
purchase one common share as defined by the plan.

On May 16, 2007, shareholders of the Company authorized amendments to the Plan to (i) increase the number of additional
common shares to be reserved for issuance under the Plan by 1,000,000 common shares; and (ii) permit any option granted under
the Plan that would expire within a trading black-out to be exercised within 10 business days following such trading black-out.
As a result of the amendments, there are currently 3,937,500 common shares reserved for issuance under the Plan,

Prior to May 2007, ali stock options awarded by the Company were denominated in Canadian dollars as required by the Plan
in effect at the grant date. Amendments to the Plan in May 2007 permitted the Company 1o denominate stock option awards in
gither Canadian or U.S. dollars. All grants made subsequent to May 2007 are denominated in U.S. dollars.

The following table summarizes activity related to stock options denominated in Cunadian dollars for each of the years in
the three year peried ended December 31, 2007:

2007 2006 2005

Weighted Weighted Weighted

Average Average Average

Number of Exercise Number of Exercise Number of Exercise

Qptlons Price Options Price Options Price
{In Cdn. dollars)

Quistanding, beginning of peried ... ......... 2,058,461 $ 8.38 1,702,589  $ 4.72 1,392,251 $ 4.40
Granted . . ... . e 6,000 23.05 734,875 14.56 495,000 6.40
Eeercised. . . ..o i i e (541,444) 5.15 (359.418) 1.79 {109,209) 4.56
Eepired . . ... (625) 14.36 — — (68,203) 10.04
Forfeited ... ... .. . e (69,790) 11.1% (19,585) 9,33 (7.250) 7.08
Outstanding, end of period . .. . ............. 1,452,602 9.54 2,058,461 8.38 1,702,589 472
Options exercisable, end of perod ... ..... ... 1,200,235 $ 8.4 1417966 3 6.54 1,255918 % 4.08

Canadian dollar stock options granted to employees during 2007, 2006 and 2005 vest over three years. Stock options
granted to directors during this same period immediately vested. All Canadian dollar options outstanding expire five years from
the vest date.

The following table summarizes the information about the Canadian dollar stock options outstanding at December 31,
2007:

Weighted

Averpge Weighted Weighted
Remaining Average Average
Range of Options Contractual Exercise Options Exerclse

E_:.ercise Price Outstanding Life (Years) Price Exercisable Price

(In Cdn. doltars)

SEAD - 8320, ... e 289,013 1.67 5251 289,013  $ 2.51
8536 - 8732 e 496,082 3.66 $ 6.81 496,082 % 6.81
SU6 - 82437 L e 667,507 5.10 $14.62 415,140  $14.51
$1.40-82437 ... .. 1,452,602 392 $ 9.54 1,200,235 $ 8.44

The aggregate intrinsic value and remaining contractual term of exercisable stock options at December 31, 2007, was
approximately $7,680,000 (Cdn.$7,533,000) and 3.65 years, respectively. The aggregate intrinsic value and remaining
contractual term of all vested options and options that are expected (o vest are $7,582,000 (Cdn.$7,437,000) and 3.92 years,
respectively.
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The total intrinsic value of stock options exercised during the year ended December 31, 2007, 2006 and 2005 was as follows
(in thousands}:

2007 2006 2005
US.dollars . ..o e e $8,588  $4,173 3398
Canmadian dollars. . . .. ... ... ... e $9.343  $4779  $470

The total fair value of stock options which vested during the year ended December 31, 2007, 2006 and 2005 was as follows
(in thousands):

2007 2006 2005
US.dollars. ... .. $2,158  $2,115 5 996
Canadian dollars . ........ .. ... i e $2,117  $2,464 81,158

As of December 31, 2007, there was 32,640,000 (Cdn.$2,590,000) of unrecognized compensation cost related to Canadian
dollar stock options which will be recognized over a weighted-average period of approximately 1.75 years.

The following table summarizes activity related to stock options denominated in U.S. dollars for the year ended
December 31, 2007 as the Company began issuing these stock options subsequent to May 2007:

2007

Weighted

Average

Number of Exercise

Options Price
(Inn 1).5. dollars)

Outstanding, beginning of period . . .. . ... ... e - 5 —
Granted . ... e e e e e 595,000 $22.05
Exercised .. ... . e e
2 1 1o —  § —
Forfeiled . . . .. e e e e e (59,000) $23.58
Outstanding, end of period . .. . . ... ... ... e e 536,000  $21.88
Options exercisable, endof period . . ... .. ... ... ... .. 17,500  $22.77

UL.S. dollar’options granted during 2007 primarily bore a graded vesting schedule of four years. All U.S. dollar options
granted expire five years from grant date.

The following table summarizes the information about the U.S. dollar stock options outstanding at December 31, 2007:

Weighted

Average Weighted Weighted
Remaining Average Avernge
Range of Options Contractual Exercise Options Exercise

Exercise Price Outstanding ~ Life (Years) Price Exercisable Price

{In U.S. dollars)

$12.60 - S18.11 .. .. e 91,000 4.81 $14.57 — $ —
B21.69- 82358 . ... e 445,000 4.40 $23.37 17,500 $22.77
B12.60-323.58 .. ... . e 536,000 447 $21.88 17,500 $22.77

The aggregate intrinsic value and remaining contractua} term of exercisable stock options at December 31, 2007 was nil {as
all exercisable options were out-of-the-money) and 4.47 years, respectively. The aggregate intrinsic value and remaining
contractual term of all vested options and options that are expected to vest are $103,000 and 4.47 years, respectively. There were
no options exercised during 2007. The total fair value of stock options which vested during the year ended December 31, 2007
was approximately $125,000.

As of December 31, 2007, there was $4.0 million of unrecognized compensation cost related to U.S. dollar stock options
which is expected to be recognized over a weighted-average period of approximately 3.45 years.
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(c) Employee Stock Purchase Plan:

On May 16, 2007, sharcholders of the Company approved the creation of the Employee Stock Purchase Plan (“"ESPP”)
wiich allows eligible employees to withhold annually up to a maximum of 15% of their base salary, or $25,000, subject to
U.S. Internal Revenue Service limitations, for the purchase of the Company’s common shares, Common shares will be purchased
o the last day of each offering period at a discount of 5% of the fair market valoe of the common shares on such date. The
aggregate number of common shares that may be issued under the ESPP may not exceed 100,000 common shares.

The common shares availabie for purchase under the ESPP may be drawn from either authorized but previously unissued
common shares or from reacquired common shares, including those purchased by the Company in the open market. During
2007, no common shares were issued under the ESPP.

The ESPP is not considered compensatory under the provisions of SFAS 123R and thesrefore, no portion of the costs related
to ESPP purchases will be included in the Company’s stock-based compensation expense.
(d) Stock-based compensation:

For the years ended December 31, 2007, 2006, and 2005 the Company recorded stock-based compensation expense of
$3,040,000, $1,838,000 and $844,000, respectively.

The Company allocated stock-based compensation costs to the same income statement line item as the cash compensation
to those employees. Accordingly, the allocation of the compensation costs is as follows for the years ended December 31, 2007,
2006, and 2005 (in thousands):

2007 2006 2005
Cost OF TEVENUIE . . . . ittt ettt e e e e $ 335 § 376 3223
Product develOpment COSIS. . .. .ottt e 283 186 118
Selling, general and administration . .. . ... .. .. ... . i e 2,422 1,276 503
Total stock-based compensation . . . ... .. .. it i s $3,040 351,838 3844

The total income tax benefit, using the Company's statutory tax rates, recognized in the income statement for share-based
compensation arrangements for years ended December 31, 2007, 2006, and 2005, was $1,146,000, $636,000, and $305,000,
respectively.

The Black-Scholes-Merton option pricing model was used to estimate the fair value of the options at grant date for the years
ended December 31, 2007, 2006 and 2005 based on the following assumptions:

2007 2006 2005

Volatility . . ... oo e e s 40.7 - 544% 365-408% 38 -58%
Risk-free interest rate . . .. ... .. vt i i i 344 -485% 4.74-513% 4.00%
Expected life . .. .. ... 1 - 5 years 5 years 5 years
Dividend yield. . ... ... ... e — — —
Weighted average grant date fair value:

Canadian dollar stock 0ploOns. . . . ... ... vt C$5.57 C$5.96 C$3.84

US. dollarstock options . ... ........ov e $9.01 — —

The volatility assumpticn is based on historical volatility at the date of grant for the peried equal to the expecied life,

The expected life assumption is based on historical exercise patierns. The Company’s employees typically have a longer
expected life of 4.5 to 5 years due (o the vesting schedules whereas directors have a shorter expected life of 1 to 2.5 years due to
the immediate vesting of their options.

The Company does not expect to pay dividends and, therefore, no dividend yield assumption is used in calculating the fair
value of stock options.

In the third quarter of 2007, the Company recorded additional non-cash stock-based compensation expense of $232,000
($178,000 net of tax) related to the incorrect determination of the accounting measurement date for options granted to new
emloyees prior to November 2006. Of the additional expense, $220,000 related to SG&A, with the remaining $12,000 related to
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cost of revenue. No restatement of prior periods is required as the amount is not material to the prior year or to the fiscal 2007
estimated earnings and to the effect on the trend of earnings.
9. Income taxes

The income tax effects of temporary differences that give risc to significant portions of deferred income tax assets and
liabilities are as follows (in thousands).

December 31,
2007 2006
Deferred income tax assets:
Non-capital loss carryforwards . ... ..., ... . ... i $ 650 S 871
Deductible research and development expenses . ... ... ..o 1,937 1,477
PP&E and intangible assets. . . ............. e e e e 219 907
Unrealized {oreign exchange loss on intercompany loan . .. .. ... ... . ... ... 3,355 160
Lease inducements and deferred financing ... ... ... ..o o i o . 3,405 3,396
Investment tax credits. . .. .. ... e 630 —
Stock-based compensation . . ... .. .. .. .. Lo e 1,470 798
Total . . . e e e e 11,666 7,609
Less valuation allowance . .. ... ... ... ... .. . e 5,263 3,066
Total deferred (ax aS5€15 . . . . v v v it e e e % 6,403 $4.543
Deferred tax assets — CUITENT . . . . . . ...ttt ettt e e e et e et e e $ 3,246  $2,360
Deferred tax assets — lODg LEIML . . . .. ... . . i it e e 3,157 2,183
TOla] . e e e e $ 6,403 $4,543
Deferred income tax liabilities:
PP . . e e $,0m $ -
Deferred charges . . . ... ... e e e — 191
Total . e $1,091 % 19

At December 31, 2007, the Company had gross deferred tax assets totaling $11.7 million compared to $7.6 million at
December 31, 2006, Of the $11.7 million, $7.4 million of DTA related to its Canadian operations (2006 — $3.6 million). The
change in the deferred tax assets occurred mainly in the Canadian operations and is due primarily to increases in the following:
unrealized foreign exchange losses on its intercompany note receivable ($3.2 million}, tax benefits on stock-based compensation
expense ($0.7 million), SRED investment tax credits ($0.6 million), and deductible research and development expenses
{$0.5 million}. The Company also had deferred tax liabilities which had increased to $1.1 millien at December 31, 2007 due 1o
temporary timing differences related to the Company’s PP&E for its U.S. operations.

The balance of the valuation allowance was $5.3 million at December 31, 2007 compared to $3.1 million at December 31,
2006. All of the valuation allowance is related to the DTA arising from the Canadian operations. In the second and third quarters
of 2007, $3.6 million of the valuation allowance was released as it was determined by management that DTAs relating to
Canadian NOLs are “more likely than not” to be realized in the balance of the current year and in future periods as a result of tax
planning strategies that management expected to implement. This assessment was revised at year end and the valuation
allowance was increased in the fourth quarter of 2007 by approximately $5.8 million due to an increase in the DTAs during the
quarter and a change in the Company’s tax planning strategies, which is estimated to result in lower taxable income in the
Canadian operations. Consequently, the Company has increased its valuation allowance as the Company does not believe that it
is more likely than not that it will be able to realize its entire DTA relating to the Canadian operations. The amount of this
valuation allowance is subject to adjustment by the Company in future periods based upon its assessment of evidence supporting
the degree of probability that DTAs will be realized.
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At December 31, 2007, the Company has Canadian NOLs available to reduce future years’ taxable income, which expire as
follows (in thousands):

1 P $ 213
2. 647
2027 e e e 2,026

$2,886

In addition to the loss carryforwards listed above, the Company has unused SRED credits of approximately $5.8 million,
wtich have no expiration date. The amount of these unused credits are not tax-effected and will, therefore, impact the Company’s
effective tax rate in‘the period recognized. In the fourth quarter of 2007, the Company determined it would be able to utilize
$0.9 million of SRED credits related to previous years. These credits are included as a reduction to income tax expense in the
consolidated statements of operations.

The differences between the effective tax rate reflected in the provision for income taxes and the statutory income 1ax rate
are as follows (in thousands):

Years Ended December 31,

2007 2006 2005
Corporate STAMUIOTY TAIE . . . o oo vt v vt v it et an e ra v me e e e e e e 37.7% 34.6% 36.1%
Income lax expense on income before income taxes. .. ......vvv e .. $6,558 $5685 §2586
Tax effect of:
Impact of foreign tax rates . . ... .. ... .. o s 725 203 178
Share ISSUANCE COSIE . . vt ittt it a et et e e e e ettt —_ {246) 472)
Change in valuation allowance . .. ........ .. o (3,610) (3,885 (3,123)
Investment tax credits utilized . .. ... ... .. . ... . e (875) — —_
Permanent differences . . ... ... . i e 62 29 593
Effect of foreign exchange . . ... ... .ot (312) (245  (1,125)
Adjustment t0 1aX TESEIVES . o .. ot ittt it e e 862 — —_
Accrued interest under FIN 48 ., . . .. ... i 47 — —
Impact of state minimumtax rate . . ... ... i e — 484 18
L0 1 37 841 791 787

$4298 $28l16 3 (558)

During the second quarter of 2007, the Company also recorded an accrued tax liability of $0.8 million related to potential
tax obligations since the Company does not plan to indefinitely reinvest certain undistributed zamings of its U.S. operations. This
liability was $0.6 million at December 31, 2007.

Income from the U.S. operations before income taxes was $9.7 million, $12.0 million and $4.6 million for the years ended
December 31, 2007, 2006 and 2005, respectively. Income from the Canadian operations before income taxes was $8.6 million,
$4.3 million and $2.6 million for the years ended December 31, 2007, 2006, and 2005, respectively.

Income tax expense related to the U.S. operations was $4.4 million, $5.9 million, and $0.1 million for the years ended
December 31, 2007, 2006 and 2005, respectively. The Company recognized an income tax benefit related to the Canadian
operations of $0.1 million, $3.1 million and $0.7 million for the years ended December 31, 2007, 2006 and 2005, respectively.

The Company’s effective tax rate for the years ended December 31, 2007 and 2006 was 25% and 17%, respectively. The
Company recognized a tax benefit for the year ended December 31, 2005.

Uncertain Tax Positions

As a result of the implementation of FIN 48, the Company recognized an adjustment in the liability for unrecognized
income tax benefits of $155,000 as a reduction in the beginning balance of retained eamings. As of December 31, 2007, the
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Company has an accrued liability of $202,000 related to various federal and state income tax matters on the consolidated balance
sheet, all of which would impact the Company’s effective tax rate.

Changes in the balance of the liability for tax uncertainties are as follows (in thousands):

Amount recognized in retained earnings and opening balance of liability . . . ................., $155
Increase in interest related to tax positions taken inprior years. . .. .. ...................... 47
Issues settled during the year . . . .. .. ... . . ... . e e —
Liability at December 31, 2007 . . ... ... .. $202

The change from January 1, 2007 is a result of recognizing accrued interest and penalties related to the liability for tax
uncertainties.

The Company recognizes interest and penalties related to uncertain tax positions in income tax expense. Accrued interest at
December 31, 2007 was $80,000. The Company does not expect the liability to change significantly in the next twelve months.

The Company and its subsidiary file income tax returns in Canadian and U.S. federal jurisdictions, and various provincial,

state and local jurisdictions. With few exceptions, the Company is no longer subject to tax examinations by tax authorities for
years prior to 2002.

10. Earnings per share

The following table sets forth the computation for basic and diluted EPS for the years ended December 31, 2007, 2006 and
2005 (in thousands except share data):

2007 2006 2005
Numerator:
Net income available to common shareholders . . . ... .. ....... 3 13,146 § 13647 % 7,722
Denominator for basic EPS — weighted average common shares
OUIStANdINg . . . .. e 20,755,372 18,710,370 14,805,857
Effect of dilutive securities:

Stock options dssued. . . .. ... .. Lol 807,382 989,769 631,281
Denominator fordiluted EPS . ..., ....... ... .o, 21,562,754 19,700,139 15,437,138
Earnings per share:

2. (o $ 063 % 073 $ 0.52

Diluted . . .. oo e et e $ 06t § 069 $ 0.50

Stock options totalling 451,000, 1,125 and 18,000 were not included in the computation of diluted EPS for 2007, 2006 and
2005, respectively, as the exercise prices were greater than the average market price of the common shares,

11. Supplemental cash flow information

{a) The components of cash and cash equivalents are as follows (in thousands):

December 31,
2007 2006

Cash 0N depoSit . .. .o e e e e e e $28,674  $21,958
U.S. money market funds. . . .. ... .. o e e e 62,219 4,834
Commercial paper (lessthan 90 days) . . ... ... . i i — 30,841
Certificates of deposit (less than 90 days) ...... ... . o i i — 13,280
Canadian dollar deposit {Cdn.$35,000 at 0.9809;

December 31, 2006 — Cdn.$35,000 at 1.165) . . . .. .. ... ... i 36 30

$90,929  $70,943
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(b) Other non-cash activities (in thousands):

Years Ended
2007 2006
PP&E purchased with lease inducements (mote 4) . . . ... ... .ot $391 32,442
Amortization of deferred lease inducements (note 4) . . . .. ..o v oo i e $338 § 31
Change in accounting for income tax uncertainties (note 9) .. ... .. ... ... i $155 § —

There were no non-cash activities during 2003.

(c) Cash paid (received) for income taxes and interest was as follows for the years ended December 31, 2007, 2006 and
2C05 (in thousands):

2007 2006 2005
INCOME tAXES PAIA . . . v v r ot e e $3892 $4436 § 122
IErest Paid . . . ..ot $ 112 $1079 $1,708
Interest TeCEIVEd . . . .o i e e et e e, $(4,927) $(2,773) $ (549)

12. Employee Benefit Plans

The Company has a 401(k) savings plan that allows eligible employees to defer a percentage of their salary, not to exceed
30% of their eligible compensation, or $16,000 in 2007. The Company matches an amount equal to 50% of the contributions, up
to 4%. All participant contributions are 100% vested. Employer contributions become 100% vested after completion of three
years of service. For 2007, 2006 and 2005, the Company’s contributions to this plan were $534,000, $253,000, and $206,000,
respectively.

13, Commitments and contingencies

(a) Lease Commitmenis:

The Company maintains lease agreements for office space in its six main operating locations. The Company also leases
certain office equipment. Aggregate future minimum payments in respect of these lease azreements, which extend until 2018,
are as follows (in thousands):

2114 S $ 1,818
{11 1,588
1) 1 ¢ U DRSO N 1,633
.4 ) 1 T 1,582
0.4 1 OO 1,413
1T LY .11 o P 6,909

$14,943

The total rental expense for the years ended December 31, 2007, 2006 and 2005 was $2,034,000, $1,907,000 and
$1,281,000, respectively. The lease agreements for each of the Company’s locations in Lisle, Illinois, Atlanta, Georgia, and
Stottsdale, Arizona have renewal options at the end of the current lease term for a period of five years. The lease agreements for
the locations in Milton, Ontario and Victoria, British Columbia have renewal options at the end of the current lease term of three
years and two years, respectively, The lease agreement for the Company’s Warminster, Pennsylvania location expires in
September 2008 and no renewal agreement has been executed as of December 31, 2007.

(b) Contingencies:

From time to lime in connection with its operations, the Company is named as a defendant in actions for damages and costs
allegedly sustained by the plaintiffs. The Company has considered these proceedings and disputes in determining the necessity
o any reserves for losses that are probable and reasonably estimable. In addition, varicus aspects of the Company’s business may
subject it to litigation and liability for damages arising from errors in processing the pricing of prescription drug claims, failure to
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meet performance measures within certain contracts relating to its services performed or its ability to obtain certain levels of
discounts or rebates on prescription purchases from retail pharmacies and drug manufacturers or other actions or omissions. The
Company’s recorded reserves are based on estimates developed with consideration given to the potential merits of claims or
quantification of any performance obligations. The Company takes into account its history of claims, the limitations of any
insurance coverage, advice from outside counsel, and management’s strategy with regard to the settlement or defense against
such claims and obligations. While the ultimate outcome of those claims, lawsuits or performance obligations cannot be
predicted with certainty, the Company believes, based on its understanding of the facts of these claims and performance
obligations, that adequate provisions have been recorded in the accounts where required.

(c) Guarantees:

The Company provides routine indemnification to its customers against liability if the Company’s products infringe on a
third party’s intellecinal property rights. The maximum amount of these indemnifications cannot be reasonably estimated due to
their uncertain nature. Historically, the Company has not made payments related to these indemnifications.

14, Segmented information

The Company operates in a single reportable operating segment, which provides transaction processing solutions to the
pharmaceutical benefits industry,

The Company operates in two geographic areas as follows (in thousands):

w Canada Us. Total

) 1 = $3925 §$ 89246 $ 93,171
PP&E . . . e $ 117 $ 13512 % 13,629
Goodwill. . .. e e e e e $ — $1599% $ 1599
Deferred taX 85518 . . . v v vttt e e e e e e e $2,110 $ 4293 $ 6,403
Deferred tax liabiliey. . .. .......................... e $ — $ 1,1 $ 1L,m1
L[ R - $3.412  $129,045  $132,457
December 31, 2006 Canada  US. Total

RV . o e e $2,248 $ 78,675 $ 80,923
PP&E . . . e $ 200 $ 9914 % 10,114
Goodwill. . .. e e e e e e e $§ — $159% $ 1599
Deferred [BX 58818 . 4 v v vt vttt e e e e e e $ 554 % 3989 § 4543
Deferred tax liability. . . ... oot e e $ — 8% 191 % 91
Nl BSSBIS -« o o it ettt e e e $3,047 $108,443  $111,490
December 31, 2005 Canada US. Total

REVEIUE . . . o oottt e e e e s $1,144  $52,979  $54,123
PP&E. . .. e e e e e e e $ 195 %3583 § 3,778
Goodwill . .. e e $ -—  $13,996 $13.,996
Deferred taX 88815, .+ o vt v v vttt e e e $ 682 $ — § 682
Deferred tax Hability . . ...t v it it i sttt i e $5 2 8 — % 2
= B Y 1 O S $1,720 $57.751  $59.471
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The Company's revenue consists of the following for the years ended December 31, 2007, 2006 and 2005 (in thousands):

2007 2006 2005
Recurring:
Transaction Processing . . . .. ..ot iiit it it s §54,273  $38,767 321,446
MEAIMIENANCE . © o v v e et et e e e me e ta et i 16,476 14,931 13,343
Total RECULTING . - . oot ittt e e e 70,749 53,698 34,789
Non-Recurring:
Professional SerVICES. . . o ot ot i e e i e 14,031 16,815 11,109
System Sales .. ... 8,391 10,310 8,225
Total Nen-Recurring .. . ..ot e 22,422 27,225 19,334
Total REVEOUE . . o v ottt et ettt et e e $93,171 $80,923  $54,123

Costs of revenue applicable to each category of revenue are as follows for the years cnded December 31, 2007, 2006 and
2005 (in thousands):

2007 2006 2005
Recurring services:
REVEIE & v v v e e e e e et e e e e e $70,749  $53,698  $34,789
oSt Of TEVEMUE . . o ottt ittt ettt et e e e e 30,432 22,879 14,141

$40,317  $30,819 520,648

Non-Recurring services:
REVEIIIE . o v vttt ittt et oot e e et e e $22,422 §27.225 $19334
Cost O TEVEIMUER . . . oo ittt e et s 9,163 11,150 7,500

$13,259 316,075 §11,834

During the years ended December 31, 2007 and 2006, one customer accounted for 10.8% and 10.4% of total revenue,
respectively. During the year ended December 31, 2005, no one customer accounted for more than 10% of total revenue.

At December 31, 2007, one customer accounted for 12.0% of total accounts receivable. At December 31, 2006 and 2005, no
one customer accounted for more than 10% of the total accounts receivable balance.

15. Financial instruments

(a) Crediirisk: The Company is subject to concentrations of credit risk through cash equivalents and accounts receivable.
Management monitors the credit risk and credit standing of counterparties on a regular basis. Cash equivalents and accounts
rzceivable are with financial institutions and large corporations.

(b) Fair values: The estimated fair value of the Company’s financial instruments has been determined based on the
Company’s assessment of available market information and appropriate valuation methodogies. However, these estimates may
rot necessarily be indicative of the amounts that the Company could realize in a current market cxchange. The Company’s cash
and cash equivalents, accounts receivable, unbilled revenue, accounts payable, salaries and wages payable, accrued liabilities
{zurrent portion) pharmacy benefit management rebates payable and pharmacy benefit claim payments payable are considered
financial instruments. The estimated fair values of these financial instruments approximate their carrying amounts. The
Company has determined that it is not meaningful to calculate the fair value of the non-current accrued liabilities as these
amounts represent an accrual for tax uncertainties.

(c) Foreign exchange risk: The Company is subject to foreign exchange risk related to its operations in Canada. The
Company does not enter into derivative instruments to mitigate this risk. Exposure to fluctations in Canadian-dollar
dlenominated transactions is partially offset by Canadian doilar-denominated assets and liabilities.
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16, Sale of land and building

On May 31, 2005, the Company completed the sale and leaseback of its Milton, Ontario headquarters facility for
approximately $2,343,000. The net proceeds after repayment of the mongage on the building was approximately $1,585,000.
The Company recorded a gain of $626,000 on the sale.

Concurrent with the sale, the Company has agreed to lease 8,100 rentable square feet of the facility for a three-year term
with one three-year renewal optien period which represents a minor portion of the property sold.

17. Termination Benefits

The Company made certain involuntary terminations during the third quarter of 2007 by reducing its workforce
approximately 7%. In accordance with SFAS 146, Accounting for Costs Associated with Exit or Disposal Activities, the
Company incurred severance costs of approximately $0.7 million for the entire amount of benefits to be paid to the terminated
employees. The benefits will be settled within twelve months and the severance cosis are reflected in the Company's
consolidated financial statements as follows (in thousands):

08t Of FEVEIMUE . . L . Lo i it e e e e e e $243
Product development COSIS . . . ... .. o i e e e e 130
Selling, general and administration . . .. . ... .. e e 372

The Company’s consolidated balance sheet at December 31, 2007 includes a liability of $0.3 million for severance
payments which are expected to be paid within the next twelve months.

18. Subsequent Events

On February 26, 2008, the Company announced that it had entered into a definilive agreement to acquire National Medical
Heaith Card Systems, Inc. (“NMHC"). Pursuant to the merger agreement, Comet Merger Corporation, a newly-formed, wholly-
owned subsidiary of the Company, has agreed to commence an exchange offer to acquire all of the outstanding shares of common
stock of NMHC. The purchase price will be funded with a combination of cash and the Company’s stock, resulting in an
estimated transaction value, as of February 25, 2008, of $143 million, or $11.00 per common and convertible preferred share of
NMHC. The boards of directors of both companies have unanimously approved the transaction. In addition, NMHC’s majority
shareholders, representing approximately 55% of the total NMHC shares outstanding o an as-converted basis, have agreed to
tender their shares into the offer, pursuant to the terms of stockholder agreements entered into in connection with the execution of
the merger agreement.

The acquisition is expected to close in the second quarter of 2008, and is subject to various closing conditions, including a
requisite number of shares of NMHC common stock being tendered into the offer, the Company obtaining financing pursuant to
acommitment letter and regulatory approvals. If not completed, the exchange offer will be followed by a back-end merger for the
same consideration as that offered in the exchange offer. Under certain circumstances, the Company and NMHC have agreed that
the Company will terminate the exchange offer and will instead seck to consummate the acquisition of NMHC by a one-step
merger following the adoption of the merger agreement by NMHC's stockholders.

Pursuant to the merger agreement, NMHC stockholders will receive $7.70 in cash and 0.217 shares of the Company’s
common stock for each share of NMHC common stock tendered into the offer. The amount of Company common stock to be
exchanged for each share of NMHC common stock tendered in the offer is fixed at 0.217, and therefore will not change based on
fluctuations or changes in the market price of either companies’ stock, The Company will issue approximately 2.9 million shares
of its common stock for the transaction to be completed. In addition, the Company intends to finance a portion of the purchase
price through a new $48.0 million secured term loan and a $10.0 miilion secured revolving credit facility.

US Corp. has received a debt commitment letter, dated as of February 25, 2008, from General Electric Capital Corporation
{"GE Capital”), pursuant to which, subject to the conditions set forth therein GE Capital has agreed to provide US Corp. senior
secured financing of $58 million, consisting of a2 $10 million senior secured revolving credit facility and a $48 million senior
secured term loan. The financing will be used solely to pay the cash consideration for the offer and the second step merger as well
as related transaction fees and, in the case of the senior secured revolving credit facility, for working capital and general
corporate and similar purposes.

The debt commitment expires on August 1, 2008. The documentation governing the senior secured revolving credit facility and
senior secured term loan has not been finalized and, accordingly, the actual terms of such facilities may differ from those described.
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19. Supplemental information
Desicription

Allowance for accounts receivable:

Year end December 31,2007 . . . . ..., ... ... .. . e
Year end December 31,2006 . . . .. ....... ... .. ... .. ... ...
Year end December 31,2005 . . . ... ... ... .. ... ol

_D_escription

Viluation allowance for deferred tax assets
Year end December 31,2007 . . . ... .. ... ... .. . o 0
Year end December 31,2006 . .. ..... ... ... ... ..........
Year end December 31,2005 . . . . ... ... ... .. ... . ... ...

T

Beginning  Charged to Ending
Balance Expense Deductions  Balance
(In thousands)
214 412 20 605
320 561 (666) 215
469 73 (222) 320
Beginning  Charged to Ending
Balance Lixpense Adjustments  Balance
(In thousands)
3,066 5,807 3,610 5,263
6,951 — (3,885) 3,066
10,074 — (3,123) 6,951



ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING AND FINANCIAL
DISCLOSURE

None.

ITEM 9A. CONTROLS AND PROCEDURES
Evaluation of Disclosure Controls and Procedures

We conducted an evaluation (under the supervision and with the participation of our management, including the Chief
Executive Officer and Chief Financial Officer), pursuant to Rule 13a-15 promulgated under the Securities Exchange Act of
1934, as amended (the “Exchange Act”), of the effectiveness of our disclosure controls and procedures as of December 31, 2007
(the “Evaluation Date™), which is the end of the period covered by this Annual Report on Form 10-K. Based on this evaluation,
our Chief Executive Officer and Chief Financial Officer concluded that as of the Evaluation Date such disclosure controls and
procedures were effective to ensure that information required to be disclosed by us in the reports we file or submit under the
Exchange Act, is recorded, processed, summarized and reported within the time periods specified in the SEC’s rules and forms.

Management’s Report on Internal Control Over Financial Reporting

The management of our company is responsible for establishing and maintaining adequate internal control over financial
reporting, as such term is defined in Exchange Act Rule 13a-15(f). Our internal contrel system was designed to provide
reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for externat
purposes in accordance with generally accepled accounting principles and includes those policies and procedures that: (1) pertain
to the maintenance of records that in reasonable detail accurately and fairly reflect the transactions and dispositions of the assets
of the Company; (2) provide reasenable assurance that transactions are recorded as necessary to permit preparation of financial
statements in accordance with generally accepted accounting principles, and that receipts and expenditures of the Company are
being made only in accordance with authorizations of management and directors of the Company; and (3) provide reasonable
assurance regarding prevention or timely detection of unauthorized acquisition, use or disposition of the Company’s assets that
could have a material effect on the financial statements. All internal control systems, no matter how well designed, have inherent
limitations. Therefore. even those systems determined to be effective can provide oniy reasonable assurance with respect to
financial statement preparation and presentation.

Management assessed the effectiveness of our internal controt over financial reporting as of December 31, 2007, based on
the criteria set forth in the Internal Control — Integrated Framework issued by the Committee of Sponsoring Organizations of
the Treadway Commission (“COSOQ™), Based on this assessment, management has concluded that, as of December 31, 2007, our
internal control over financial reporting is effective. Our independent registered public accounting firm, KPMG LLP, has issued
an audit report that the Company maintained, in all material respects, effective internal control over financial reporting as of
December 31, 2007, based on the criteria established in Internal Control — Integrated Framework issued by the COSO, KPMG
LLP’s audit report is included in Item 8 of this Form 10-K.

There were no changes in our internal control over financial reporting that occurred during our last fiscal quarter that have
materially affected, or are reasonably likely to materially affect, our internal control over financial reporting.
ITEM 9B. OTHER INFORMATION

On March 12, 2008, the Company entered into new employment agreements with Gorden S. Glenn, our Chairman and
Chief Executive Officer, and Mark Thierer, our President and Chief Operating Officer. Please see the “Employment Agree-
ments"” section included in Item 11 of this Annual Report on Form 10-K, which is incorporated into this Item 9B by reference, for
further information regarding these employment agreements.

PART III

ITEM 10. DIRECTORS EXECUTIVE OFFICERS AND CORPORATE GOVERNANCE,

NASDAQ stock exchange rules require most companies whose stock is quoted on the NASDAQ stock exchange, following
their first annual stockholders meeting after January 15, 2004, to have a Board of Directors composed of a majority of
independent directors, as determined and defined under NASDAQ Rule 4350(c), and to comply with certain other requirements
for committees and independent directors.

The Board of Directors of the Company currently consists of eight members, of which each of Terrence C. Burke, William J.
Davis, Philip R. Reddon, Steven Cosler, Curtis Thorne and Anthony Masso are considered independent as required by NASDAQ
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rules. The current articles of the Company provide that each member of the Board of Directors shali hold office until the close of
thz next annual meeting or until their successors are elected or appeinted, whichever occurs first. All of the current directors’
tecms will expire at the Company’s next annuval meeting.

Directors
The following text presents certain information concerning our directors:

Terrence C. Burke, 66, has been a director for us since August, 1999. Mr. Burke is a Director and consultant of Chinook
Wind Development since 1995, which serves emerging healthcare companies and a strategic advisor to healthcare organizations.
He currently holds directorships with two healthcare-related technology companies, Mr. Burke has served on the boards of
several healthcare industry associations, including Federation of American Health Care Systems, Group Health Association of
America and the National Association of Employers on Health Care. Mr. Burke brings to the Company a wealth of experience
and contacts in the managed care and indemnity insurance industries in the U.S. Mr. Burke has a B.A. in History from the
University of Washington.

Burke has extensive experience in the managed care and indemnity insurance industiy in the U.S. and for the past several
yizars has been an industry consultant. He was a pioneer in managed care with a long track record of strategically introducing and
managing new, innovative and profitable products for the employee benefits and group health industry. He has held executive
pasitions with a number of leading managed care companies, which positions include Senior Executive Vice-President of
Metrahealth Corporation, Senior Vice-President, Field Operations, Specialty Companies (including pharmacy management) &
Planning and Development of Aetna Corporation and President of CIGNA Health Plans as well as Senior Vice-President,
National Operations of Cigna Corporation.

William J. Davis, 40, has been a director for us since January, 2007. Mr. Davis is currently the Chief Financial Officer of
Chicago-based healthcare information technology provider Allscripis Healthcare Solutions, Inc. Mr. Davis joined Allscripts as
CFO in October, 2002 and is responsible for all of its financial operations, as well as its human resource and management
information system operations. Prior to joining Allscripts, Mr. Davis was the CFO of Lante Corporation, a leading technology
consulting firm. Mr. Davis helped lead that company’s initial public offering in February 2000 and its subsequent sale to SBI and
Company in September, 2002. From 1991 through 1999, Mr. Davis was in the Technology Group of PricewaterhouseCoopers
LLP. Mr. Davis carned his Bachelors degrec in Accounting from the University of Cincinnati and his Masters of Business
Administration from Northwestern University, Mr. Davis is also a Certified Public Accountant.

Gordon S. Glenn, 59, has been a director for us since August, 1999. Mr. Glenn joined the Company in June, 1998 as
President and Chief Operating Officer and was promoted to Chief Executive Officer on September |, 1998, On November 2,
2006, Mr. Glenn resigned as President of the Company and was appointed Chairman of the Board. Prior to joining SXC,
Mr. Glenn enjoyed a 24-year career with Computer Data Systems Inc. (“CDSI”) in Rockville, MD, of which the last eight years
ke served as President and CEO. A graduate of the University of Kentucky, Mr. Glenn earned his Bachelor of Science degree in
Mechanical Engineering. He received a full scholarship from the Union Carbide Corporation and graduated cum laude.

Philip R. Reddon, 42, has been a director for us since March, 2006. Mr. Reddon joined Covington Capital Corporation in
2002, as Managing Director, his responsibilities include analysis of new investment opportunities for Covington and assisting in
the management and monitoring of Covington’s existing investments.

Prior to joining Covington, Mr. Reddon spent six years at Bank of Montreal Capital Corporation {(“BMO Capital”) as
Managing Director for a private equity fund. He was head of the Technology Investment team, and sat on the investment
committee, which was involved in the investment and approval process for over 60 companies. In his role at BMO Capital, he sat
on the boards of eight investee companies. Prior to BMO Capital, Mr. Reddon spent six years with the Business Development
Bank of Canada.

Mark A. Thierer, 48, has been a director for us since January, 2006. On September 5, 2006, Mr. Thierer was appointed
President and Chief Operating Officer of the Company. Prior thereto, Mr. Thierer was the President of Physicians Interactive, a
division of Allscripts, Inc. (NASDAQ: MDRX), the leading provider of Electronic Health Records, ePrescribing, and
information solutions for physicians. Physicians Interactive provides clinical information and education to physicians and
patients through on-line, interactive programs. Their client base includes leading pharmaceutical, biotechnology, and medical
device companies worldwide.

Prior to Allscripts, Mr. Thierer spent ten years with CaremarkRx (NYSE: CMX), where he was a corporate officer and key
cxecutive in helping to build Caremark into a pharmacy benefits manager and specially pharmacy company. In his most recent
capacity, Mr. Thierer served as the Senior Vice President, New Ventures, responsible for developing Caremark’s growth strategy.
Prior to that role, Mr. Thierer managed Caremark’s retail network operations, trade relations, specialty pharmacy, marketing,
field operations, and corporate account functions. Prior 1o Caremark, Mr. Thierer spent ten years with IBM, managing sales of
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healthcare information management (HIT) solutions. Mr. Thierer holds a B.S. in Finance from the University of Minnesota and
an M.B.A. in Markeling from Nova Scutheastern University in Florida. He also holds the designation of CEBS (Certified
Employee Benefits Specialist) from The Wharton School.

Steven Cosler, 52, has been a director for us since August, 2007. Mr. Cosler is currently an Operating Partner at Water Street
Healthcare Partners (“Water Street”), a Chicago-based private-equity firm focused exclusively on the healthcare industry.
Mr. Cosler joined Water Street in 2006 and prior to that was President and Chief Executive Officer of Priority Healthcare
Corporation (“Priority™), a publicly held specialty pharmacy and distributor that was acquired by Express Scripts in October,
2003. Mr. Cosler was employed by Priority from 1996 to 2005, where he held a number of increasingly senior roles, culminating
in his appointment as President and Chief Operating Officer in 2001, and President and CEO in 2002, a position he retained until
the acquisition.

Before joining Prionty, Mr. Cosler held leadership positions at Coresource, Inc., a Third party Administrator managing
healthcare services, and at IBM. Mr. Cosler sits on the board of several privately held healthcare companies including CCS
Medical, Inc., Access Mediquip, Inc., Cydex Pharmaceutical, Inc., and Claymore Securities. He is a graduate of Purdue
University with a Bachelor of Science degree in Industrial Management.

Curtis Thorne, 48, has been a director for us since August, 2007. Mr. Thorne is currently the President and Chief Executive
Officer of MedSolutions, Inc., a company focused on management of medical imaging services. From 1998 to 2000, Mr. Thorne
was its President and Chief Operating Officer. Prior to joining MedSolutions, Mr. Thome was President and COOQ of Adesso
Specialty Services, a California-based specialty physician management company. Mr, Thorne earned his masters in business
administration from the Babcock Scheol of Management at Wake Forest University and a bachelor’s degree in chemistry from
the University of North Carolina.

Anthony Masso, 66, has been a director for us since August, 2007. Mr. Masso is currently the President and Chief Executive
Officer of Consortium Health Plans, Inc., a national coalition of 19 Blue Cross Biue Shield plans that is focused on building
market share of its members amongst major employers and benefits consultants, Prior to Consortium, Mr. Masso was President
of StrongCastle LLC, an implementation of strategic business plans for corporate clients from 2000 to 2003. Mr. Masso was also
previously President of Litho Group, Inc., and Executive Vice President of Integrated Health Services, Inc from 1994 to 2000.
Mr. Masso spent four years as Senior Vice President of the Health Insurance Association of America, where he planned and
implemented a transformation of indemnity insurers into managed care networks. As Senior Vice President of Aetna Health
Pians, Mr. Masso was respensible for East Coast operations for all HMOs and POS health plans.

Executive Officers

QOur executive officers, and their ages and positions are:

Name Age Office and Position Held

Gordon §.Glern . ................... 59 Chairman of the Board and Chief Executive Officer

Mark A. Thierer. . . .................. 48 President and Chief Operating Office

Jeffrey Park., . ...................... 36 Chief Financial Officer and Senior Vice President, Finance

JohnRomza ....................... 52 Chief Technology Officer and Executive Vice President,
Product Development

Mike Bennof . ... ........ ... ... ... 44  Executive Vice President, Healthcare Information
Technology

Michael Meyer . .................... 52 Senior Vice President, Sales and Marketing

B.Greg Buscetto . ................... 46  Senior Vice President and General Manager, informedRx

Gordon §. Glenn, 59, has served as our Chairman of the Board since November 2, 2006. Information about Mr, Glenn’s
tenure with us and his business experience is presented under “Directors”.

Mark A. Thierer, 48, has served as our President and Chief Operating Officer since September 5, 2006. Information about
Mr. Thierer's tenure with us and his business experience is presented above under “Directors™.

Jeffrey Park, 36, has served as our Chief Financial Officer since March, 2006. Prior to his appointment, Mr. Park was a
member of our board of directors and was Senior Vice President of Covington Capital Corporation, a private equity venture
capital firm. Mr. Park, a Chartered Accountant, joined Covington in 1998. Prior to Covington, Mr. Park worked for IBM in
several areas of their Global Services Organization.

John Romza, 52, has served as our Executive Vice President of Product Development and Chief Technology Officer since
June 2007. Mr. Romza is responsible for the software development, technical infrastructure, and operation activities of our
processing centers, Mr. Romza has over 25 years of overall software development experience and 20 vears of experience in
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dzveloping software products for the pharmacy industry. Mr. Romza joined us as a result of our acquisition of ComCoTec in
2301, where he was Vice President, Research and Development.

Mike Bennof, 44, has served as our Executive Vice President of Healthcare Technology since June, 2007.  Mr. Bennof is
responsible for executive management and growth of our systems integration and consulting business areas. He is responsible for
ogerations of major accounts including government programs such as Medicare, Medicaid and provincial drug plans in Canada.
Mr. Bennof has 1§ years in the software and high-technology industries including prior positions with Computer Data Systems
Inc. and Decision Systems Technologies, Inc. Mr. Bennof joined us in March, 1999.

Michael Meyer, 52, has served as our Senior Vice President of Sales & Marketing since May, 2004.  Mr. Meyer is responsible
for directing the sales and marketing activities for our entire portfolie of products and services. Mr. Meyer has over 20 years of
experience in the pharmacy benefit management industry. Before joining us, he was the Vice President of Managed Care Sales for
CaremarkRx. Prior to his tenure at CaremarkRx, Mr. Meyer served in executive sales roles at Premier Purchasing Partners LP, PCS
Health Systems, Inc. and Allscripts, LLC, where he was responsible for various sales and sales management components,

B. Greg Buscetto, 46, has served as our Senior Vice President and General Manager of informedRx since November, 2007,
Mr. Buscetto is responsible for the day-to-day operations and expansion of SXC’s PBM business. Greg has more than twenty
years of PBM and technology industry experience and joins the Company from ProCareRx where he was Executive Vice
P:esident and Chief Operating Officer. Greg helped lead ProCareRx’s transition from a claims processor to a full service PBM.
He held management respensibility for 125 employees and was a key driver of ProCareRx’s revenue growth and increase in its
number of lives under management. Prior to ProCareRx, Mr. Buscetto was Vice President of Sales and Marketing, Domestic and
Iruernationat, at Magnitude Information Systems, Inc. At Magnitude he developed and implemented a multi-channel marketing
plan and amongst other achievements, held oversight responsibilities for product development, branding and contract
nigotiations.

Audit Committee

The Company has a separately designated Audit Committee established in accordance with Section 3(a)(58)(A) of The
Exchange Act. The Audit Committee assists the Board of Directors in its oversight of our compliance with all applicable laws
and regulations related to financial reporting, which includes oversight of the quality and integrity of our financial reporting,
internal controls and audit functions, and is directly and solely responsible for the appointment, retention, compensation and
monitoring of the performance of our independent registered public accounting firms, including the services and scope of their
audit. The Audit Committee meets at least quarterly with our management and independent public accountants to, among other
things, review the results of the annual audit and quarterly reviews, discuss the financial statements, assess management
purformance and procedures in connection with financial controls and receive and consider comments as to internal controls,

The duties and responsibilities of the Audit Committee are set forth in a written chapter that is available on our website,
WWW.SXC.COM.

At the beginning of fiscal 2007, the Audit Committee was composed of Philip R. Reddon (Commiitee Chair), William J.
Davis and James A. Ryan. On September 17, 2007, Mr. Ryan resigned from the Board of Directors and the Audit Committee. On
September 17, 2007, Curtis Thorne joined the Board of Directors and the Audit Committee. The Audit Committee is currently
composed of Mr. Reddon (Committee Chair), Mr. Davis and Mr. Thorne. The Board of Dirzctors has determined that all current
members, including Mr. Ryan, are independent directors within the meaning of NASDAQ Rule 4200 and SEC
Rule 10A-3(b)(1)(ii).

In addition, as required by the rules of the SEC and the NASDAQ, our Board of Directors has determined that Mr. Reddon, the
Chairman of the Audit Committee, qualifies as an “audit committee financial expert” as defined in Item 407 (d)(3) of
Rzgulation S-K promulgated by the SEC under the Securities Exchange Act of 1934, as amended. Stockholders should understand
that the designation is an SEC disclosure requirement relating to Mr. Reddon's experience and understanding of certain accounting
and auditing matters, which the SEC has stated does not impose on the director so designated any additional duty, obligation or
linbility than otherwise is imposed generally by virtue of serving on the Audit Committee and/or the Board of Directors.

Compensation Committee

The overall purpose of the Compensation Commitiee is to develop, monitor and assess the Company's approach to the
compensation of its directors, senior officers and employees. Among other things, the Compensation Committee manages on
behalf of the Board of Directors and is solely responsible for: (i) reviewing the compensation practices and policies of the
Company to ensure they are competitive and that they provide appropriate motivation for corporate performance and increased
stareholder value; (ii} oversight of the administration of the Company’s compensation programs, including equity-based
compensation programs, and making recommendations to the Board regarding their adoption, amendment or termination;
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{iii) annually reviewing and recommending the annual base salary and bonus targets for senior executives of the Company other
than the CEQ; and (iv) reviewing and recommending annual corporate goals and objectives for the CEO and evaluating the
CEQ’s performance and based on this evaluation, annually reviewing and recommending the CEO’s annual base salary, bonus
and any stock option grants or other awards.

The Compensation Committee has authorized the CEO to grant and allocate options in two circumstances. The first relates
to the annual option allocation to non-executive employees. The annual option allocation is submitted to the Compensation
Committee for consideration and comment and specifically Hists recipients and a proposed allocation. The second circumstance
is that the CEQ is authorized to grant options to newly hired employees provided that:

(1) the number of options granted to new employees is reasonably consistent with past practice in terms of the options
granied to an employee in the position and with the responsibility of the new employee; and

(2) such authority does not extend to new employees who are senior officers of the Company.

The Chief Executive Officer in consultation with the Chief Financial Officer and Human Resources will consider the
position, requirements, seniority, employment, and market conditions when deciding the options to be granted to new
employees.

Terrence C. Burke, Steve Cosler and Antheny Masso are members of the Compensation Committee. Mr. Burke is Chairman of
the Compensation Committee. Mr. Ryan served on the Compensation Committee prior to his resignation from the Board of Directors
on September 17, 2007. Each member of the Compensation Committee is and Mr. Ryan, while serving on the Compensation
Committee, was independent as independence is defined in the listing standards of the Nasdaq Stock Market and in M1 52-110.

The Compensation Committee is responsible for reviewing the adequacy and format of compensation to directors in light of
the responsibilities and risks associated with directorship. With respect to the compensation of the Company’s officers, see
[tem 11 “Executive Compensation”,

Code of Business Conduct and Ethics

The Company has adopted a Code of Business Conduct and Ethics, (the “Code™), that applies to each of its employees, each
employee of its subsidiaries, including our Chief Executive Officer, Chief Financial Officer, and other senior officers. The Code
covers all areas of professional conduct, including conflicts of interest, disclosure obligations, confidential information,
intellectual property, and a strict adherence to all laws and regulations to conduct our business. We encourage all employees,
officers and directors to prompily report any violations of the Code to the appropriate persons identified in the Code. We have
satisfied our obligation, imposed under the Sarbanes-Oxley Act of 2002, to disclose promptly on our website amendments to, or
waivers from, the Code, if any. No waiver of any requirement of cur Code was granted in 2007. A copy of our code is available on
our websile, www.sxc.com.

The Board is ultimately responsible for the implementation and administration of the Code of Business Conduct and Ethics
and has designated a Compliance Officer for the day-to-day implementation and administration of the Code. In addition, the
Company’s Audit Committee has adopted a Whistleblower Policy establishing procedures for the submission of complaints and
concerns regarding accounting, auditing and other matters.

ITEM 11. EXECUTIVE COMPENSATION.
Compensation Discussion and Analysis
Introduction

In this Compensation Discussion and Analysis, we address the compensation objectives, policies and practices relating to
the 2007 compensation paid or awarded to our Named Executive Officers, or NEQOs. Our Named Executive Officers for 2007

were Messrs. Glenn, Thierer, Park, Romza and Bennof. The terms “we”, “our”, and “the company™ refer to SXC and not to the
Compensation Committee.

Compensation Philosophy and Objectives

The overall compensation program for salaried employees has been designed and is administered to ensure that employee
compensation promotes superior job performance and the achievement of business objectives. There are three main objectives of
our executive compensation program: first, the maximization of shareholder value over the long term; second, to attract and
retain highly qualified executives to ensure that the long-term financial objectives of the Company are met; and third, to provide
incentives and reward each executive for his or her contributions to the Company. In particular, the goals of our executive
compensation program are to reward past performance, incent future performance, and align executives’ long-term interests with
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those of investors. The Compensation Committee believes that these objectives can best be accomplished by an executive
compensation program that reflects the following four principles:

* Base salaries should be sufficient to attract and retain qualified management talent, without exceeding competitive
practice at similar companies in the healthcare information technology market;

» Bonus and incentive programs should provide opportunity for significant increases in compensation, based on meeting or
exceeding pre-determined company and individual performance targets;

* A substantial portion of total long-term compensation should reflect performance on behalf of the Company’s
shareholders, as measured by increases in the value of the Company stock; and

= Compensation should be weighted to reflect the performance of the Company compared to its stated goals and relative 1o
selected competitors, taking into consideration, metrics such as, but not limited 1o, sales growth, margins and earnings per
share growth.

Role of Executives in Determining Compensation

The CEO annually reviews the performance of all NEOs based on performance objectives determined by the CEQ. The
performance objectives are based upon individual performance, business unit financial performance and overall Company
financial performance and are approved by the Compensation Committee. The CEOQ prepares a self-assessment of himself and an
assessment of all other NEOs and provides a recommendation regarding base pay increases, incentive compensation awards, and
stock option awards. The recommendations submitted by the CEO are reviewed by the Compensation Committee. The
Compensation Committee evaluates performance against the performance objectives and solicits feedback from the full board as
it relates to the subjective measures. The determination of compensation actions for all NEOs involve thorough processes that
include Compensation Committee review and approval of compensation program design and practices, and in depth discussions
between the CEO and the Compensation Committee with respect to each NEO's performance. The recommendations submitted
by the CEO are reviewed by the Compensation Committee and, based on such reviews; the Compensation Committee provides
recommendations to the CEO for revisions. The Compensation Committee determines the compensation program for all NEOs.

The executive compensation program for these individuals is designed to reward performance as measured against financial
objectives and subjective performance objectives. These financial performance factors are based upon the Company’s
performance in three sub-sectors -, Health Care IT, PBM and Retail Pharmacy. Half of the bonus opportunity that the
CEO, COO and CFO receive is based on the Company’s performance in each of these sub-sectors compared to the Company’s
internal financial budget. The remaining bonus opportunity is based on the Company’s performance in each of these sub-sectors
compared (o the performance of members of the peer group that operate in each of these sub-sectors. The Compensation
Committee approves the total compensation package for the each of the NEQs.

Peer Group Information

The CEO and the Compensation Committee use market data of the peer group as a guide to ensure we are competitive in the
market place and to help us attract, retain, motivate and increase long-term shareholder value to SXC. The peer group was
determined by our CEQ. Companies included in the peer group were selected based on a number of factors, including industry,
number of employees, market capitalization, and product and services offerings. The Compensation Committee considers the
list prepared by the CEO and assesses the information provided and determines if any modifications or amendments are needed
io the peer group for compensation and performance comparisons purposes. The peer group consisted of nine healthcare
information technology companies and six Pharmacy Benefit Management companies (PBM’s). While many of these orga-
nizations are significantly larger than SXC, they were included in the review because they provide indusiry benchmarks.

The Compensation Committee believes the Companies below to be an approptiate peer group.
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Peer Group for Fiscal 2007

AllScripts Healthcare IT Caremark Pharmacy Benefit Managers
Emergis (in CAD) Healthcare IT Express Scripts Pharmacy Benefit Managers
Cemer Corp. Healthcare IT HealthExtras Pharmacy Benefit Managers
Eclipsys Healthcare IT BioScrip Inc Pharmacy Benefit Managers
Quovadx Healthcare IT National Medical Health Card Pharmacy Benefit Managers
ProxyMed Healthcare IT Medco Pharmacy Benefit Managers
Trizetto Group Healthcare IT
McKesson Healthcare IT
Retail Pharmacy
Emdeon Healthcare IT

We reviewed our relative position among the companies included in the peer group with respect to market capitalization,
revenue, net income, employees, earnings pet share, and cne and three year stockholder return and, based on our review; we were
in the lower quartile of the peer group.

In recommending the compensation package for our NEOs, the CEO prepares competitive market data based upon public
records of members of our peer group. The competitive market data is one factor used in determining recommendations for the
other NEOs. In making recommendations, the CEO considers, among other factors, the Company’s ability to replace the
individual in the event of the executive's departure, size of the organization under the executive’s control including the number of
employees, revenue and profitability under the executive’s control, the amount received by others in relatively similar positions,
and title. The competitive market data is used as a guide for compensation decisions and the CEO and the Compensation
Committee do not target compensation at any particular point against the peer group.

Elements of Compensation and Rationale for Pay Mix

A variety of compensation elements are used to achieve the Company’s goals, including base salary, annual incentive
compensation awards and stock option awards, all of which are discussed below. The Compensation Committee relies on its
yearly assessment of the performance and business judgment of the CEQ, and, in turn, upon the CEQ’s assessment regarding the
individual performance of the other NEOs and each NEO's impact on the Company’s overall financial performance, to
determine the amount and types of compensation awarded to executives. Factors influencing the Compensation Committee’s
assessment include:

+ Qur analyses of competitive compensation practices;
« The Committee’s subjective evaluation of the CEQO and other NEOs;

« The Company’s actual financial performance compared to plan and the role the individual executive played and
contribution, such as sales growth, margin, operating expenses and customer satisfaction;

« Operational management, such as project milestones and process improvements;

» The NEO’s effectiveness in implementing and delivering the Company’s operational and strategic goals established for
the NEO at or around the beginning of the fiscal year;

The level of the NEQ's responsibilities within the Company, along with their individual expertise, skills and knowledge:

» Leadership, including developing and motivating employees, collaborating within SXC, attracting and retaining
employees and personal development; and

« Labor market conditions, the need to retain and motivate, the potential to assume increased responsibilities and the long-
term value to SXC.

We do not have a pre-defined framework that determines which of these factors may be more or less important, and the
emphasis placed on specific factors may vary among the executive officers. Ultimately, it is the Committee’s judgment of these
factors along with competitive market data from our peer group that form the basis for approving the total compensation package
for each NEO. In determining total compensation packages for the Company’s Executives, the Compensation Committee
considers each executive’s current salary and previous year's bonus and the need to establish a balance between incentives for
long-term and short-term performance.
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Base Salaries

The Compensation Committee annually reviews the base salaries of the NEOs, including the CEO, and considers increases
based on Company profitability, competitive salaries, position, responsibility and individual qualifications and performance. A
component of this review is a comparison of current salaries against those reported for comparable positions in the Company's
peer group. The Compensation Committee also factors in internal salary levels within the Company, both with respect to other
executive officers and senior employees. Base salaries may be adjusted at the Committee’s discretion when competitive data
indicate a significant market lag or in recognition of outstanding individual performance or an increase in the executive's
functional responsibilities.

The salaries that the Company paid to Messrs, Glenn, Thierer, Park, Romza, and Bennof during fiscal 2007 are shown in the
2007 Summary Compensation Table.” The salary increases paid in 2007 to the NEQs were based upon cost of living increases.

Annual Bonus

Executives and certain other key personnel are eligible for cash bonuses after the end ol each fiscal year. The bonus program
is approved by the Compensation Committee. The Board of Directors, upon the recommendation of the Compensation
Commitiee, determines the bonus for the CEO. The CEO’s bonus is based on the Company’s overall performance and financial
results, including its achievement of goals pertaining to revenue growth, Adjusted EBITDA margin%, and EPS growth, relative
performance of the Company to competitors, as well as certain individual goals. These factors are weighted and then the
Company's and the CEQ’s fulfillment of these goals are evaluated. Bonuses for other executive officers are recommended by the
CEOQ and then submitted to the Compensation Committee for its approval. The bonuses for the other NEOs are based on similar
company-wide criteria as those vsed for the CEO, although individualized goals are customized. In making its final deter-
minations, the Compensation Committee determines how each NEO contributed to the Company's achievement of its goals as
wzll as each NEO’s fulfillment of his individual goals.

The CEO’s benus opportunily is based on the achievement of (i) the Company’s financial performance factors, which
represents 60% of the CEQ’s bonus opportunity, and {ii) individual performance factors, which represents 40% of the CEQ’s
bunus opportunity. The Company’s financial performance factors are based upon the Company’s performance in three sub-
sectors — Health Care IT, PBM and Retail Pharmacy. Half of the financial performance bonus opportunity is based on the
Company’s performance in each of these sub-sectors compared to the Company’s internal financial budget. The remaining bonus
opportunity is based on the Company’s performance in each of these sub-sectors compared 10 the performance of members of the
peer group that operate in each of these sub-sectors.

Company Peer Group @T:Org:'of Maximom

M Weight Performance Performance Base @ 200% of Base
Individual Performance, . ............... 40% $ 96,000 $240,000

Financial Performance Factors — ... ...... 60%

HealthCare IT ..................... 20% 20% $ 57,600 $144,000
PBM.......... ... . 25% 25% $ 72,000 $180,000
Retail Pharmacy . .. ....... ... ..., ... 5% 5% $ 14,400 $ 36,000
100% 50% 50% $240,000 $600,000

The COO and CFO are evaluated using the same two principal components and formula as the CEO, noted above, except
that the COO and CFO have a maximum bonus of 150% of their base salary.

The other two NEOs cash incentive compensation is based upon the following factors:

i) achievernent of individual objectives (50%); and ii) the individual’s contributions to the Company’s achievement of
the Company’s revenue and adjusted EBITDA targets {50%). The achievement of the Company’s revenue and adjusted
EBITDA targets are each weighted equally in evaluating the individual's contribution to the Company’s achievement of
such targets.

The Company did not achieve individual or minimum financial threshold performance factors and, therefore, no payouts
were made to the CEQ, COO or CFO under our annual bonus plan for 2007. Mr. Romza and Mr. Bennof received a payout under
the 2007 annual bonus plan of $25,000 each as a result of achieving individual or financial threshold performance factors.

Executive Incentive Grants

The Compensation Committee believes that stock ownership and the amount or level of ownership by the Company’s NEOs
is an important link to motivate the NEOs by the potential appreciation in our stock price. The Compensation Committee has
historically awarded stock options because of its belief that stock options have the strongest tie to stock price performance and,
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therefore, such awards align the interests of the Company’s NEOs with those of our stockholders. The Compensation Committee
does not have formal stock ownership guidelines, except to ensure that NEOs maintain meaningful equity stakes in the Company.
All option awards are made pursuant (o the provisions of an incentive stock option plan (the “Stock Option Plan™} approved by
the Company's stockholders. Performance-based awards are generally determined in conjunction with the annual performance
review process, which occurs in February and March of each year concurrently with the compilation of Corporate performance
data. Each individual has a performance plan comprised of both individual and financial objectives, which are weighted during
the review process. The assessments prepared by the CEO are used to determine any incentive compensation equity awards and
to support any recommendations for options grants. The Compensation Committee reviews the assessments and options are
awarded on a discretionary basis.

Options grants may be awarded on a discretionary basis in conjunction with a significant promotien, such as to an executive
level position, or as a retention strategy. In both cases, the intention is both to reward the individual’s contributions to date and 10
solidify the individual’s commitment as a key leader/fowner of the crganization. Options grants may also be distributed as part of a
specific recruitment strategy, specifically to provide competitive total compensation packages for individuals who will fill key
senior level positicns in the Company. The number of options granted will vary based on the targeted total compensation package.

The Stock Option Plan

As noted previously, all option awards are made pursuant to the provisions of the Stock Option Plan. The Stock Option Plan
was established for the purpose of encouraging officers, employees, directors and service providers of the Company to
participate in the growth and development of the Company. The Stock Option Plan curmrently provides that there will be a
maximum of 3,937,500 Common Shares available for issuance {of which 454,311 remain available at December 31, 2007) and
any increase in such maximum number of Common Shares will require approval of the holders of the Common Shares. The
aggregate number of Common Shares reserved for issuance to insiders of the Company is not to exceed 10% of the aggregate
number of Common Shares outstanding, and the aggregate number of Common Shares that may be issued to insiders in any one
year period may not exceed 10% of the number of Common Shares outstanding. The aggregate number of Common Shares
reserved for issuance to any one person under the Stock Option Plan and any other share compensation arrangement is not to
exceed 5% of the aggregate number of the Common Shares outstanding.

The Compensation Committee oversees the administration of the Stock Option Plan and reports its oversight to the Board of
Directors and, subject to the foregoing limitations, grants under the Stock Option Plan will be at the discretion of such
commiitee,

Post-Termination Compensation

The employment agreements with each of our NEOs provides for severance benefits following certain terminations of
employment from the Company. We provide these severance benefits because many of the companies with which we compete
for executive talent provide similar benefits and these benefits are therefore necessary for retention and recruitment purposes. In
the event a change in control, the severance benefits are payable only upon a so-called “double trigger.” This means that
severance benefits are triggered within 12 months after the change in control only when the NEO’s employment with the
Company is terminated with that period. Please see the “Employment Agreements” and “Potential Payments upon Termination
or Change in Control” sections of this ftem 11 for a description and amounts of the severance benefits to be paid following each
NEQO’s termination of employment,

Retirement Plans

The Company provides a 401 (k) plan to its employees, including the NEOs. The Company’s NEOs participate on the same
terms as all other eligible Company employees. The Company matches 50% of the first 4% of eligible earnings contributed by an
employee, to his or her account under the plan.

Perguisites

The Company provides NEQs with perquisites that the Company and the Compensation Committee believe are reasonable
and consistent with its overall compensation program to better enable the Company to attract, retain and motivate superior
employees for key positions. The Compensation Committee periodically reviews the levels of perquisites provided to its NEOs.
Perquisites include the following:

Automobile Allowance — The Company provides each of its NEQOs with an annual automobile allowance of $6,000.

Relocation Assistance — The Company provided Mr. Bennof with a relocation allowance of $35,000 for the purpose of
securing a residence in geographical proximity to the Company’s headquarters in Lisle, lllinois.
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Payment of Health Insurance Premiums — The Company provided Mr. Glenn with company-paid health and dental
insurance for himself and his selected covered dependents. The value of the premiums over the 12-month period is equal to
$11,116; however, since the Company typically covers 80% of the premiums for its employees, the incremental benefit to
Mr. Glenn is $2,223.

Executive Group Life — As a supplement to the standard life insurance policy provided to all of the Company’s employees,
the Company provided each of the NEOs with a supplemental, $500,000 life insurance policy. The value of the policy to each
NEO is $700 per year.

Accounting for Stock Based Compensation

Effective January 1, 2006, the Company was required (o recognize compensation expense of all stock-based awards
pursuant t¢ the principles set forth in SFAS 123R. Consequently, the Company began recording a compensation expense in its
financial statements for stock options and other equity awards granted during fiscal 2006 and thereafter. Despite the accounting
chiange, the Compensation Committee believes that stock optiens and other forms of equity compensation are an essential
component of the Company’s equity strategy, and it intends to continue to offer options as a major portion of its long-term
incentives.

Deductibility of Executive Compensation

Under Internal Revenue Code Sections 162(m), a company generally may not deduct compensation in excess of $1,000,000
paid to “covered employees” under Section 162(m). However, “performance based compensation™ is exempt from the deduction
limit if certain requirements are met. The structure of SXC’s executive compensation program has not historically given rise to
Scetion 162(m) concerns. The Compensation Committee recognizes the desirability of preserving the deductibility of payments
made 10 the NEOs and will continue to assess the impact of Section 162(m) on its compensation practices. However, the
Compensation Committee believes that it must maintain flexibility in its approach in order to structure a program that is the most
eifective in attracting, motivating and retaining the Company’s key executives.

Compensation Paid to Our NEOs in 2007
Compensation of the Chief Executive Officer

The overall compensation package of Mr. Glenn, as the CEQ, is designed to recognize that the CEQ bears primary
responsibility for increasing the value of shareholders’ investments. Morcover, the Company’s focus on equity-based awards
aligns the interests of the CEQ with the interests of sharcholders. The CEO's compensation is intended to be directly related to
the Company’s overall performance. For instance, our CEQ’s annual bonus plan is determined based on a weighting of 60% for
Company-wide financial performance factors and 40% for individual performance factors.

Base Salary. Mr. Glenn's base salary in 2007 was $300,000, per the terms of his Employment Agreement dated April 3,
2007 and was increased to $310,000 upon the recommendation of the Compensation Committee.

Annual Bonus.  As discussed previously, Mr. Glenn’s bonus is based substantially on the Company’s achievement of
financial performance factors, relative to the corporate performance when compared to select competitors, and individual
performance. The financial performance factors are based upon three sub-sectors with half weighted based upon the Company’s
performance compared to the Company’s internal financial budget and half weighted based upon the Company’s performance
compared to the peer group. Mr. Glenn’s target bonus is equal to 80% of his base pay, or $240,000. Mr. Glenn may eam up to
200% of his base pay, based on achievement of the specified performance objectives, as determined by the Compensation
Committee. Mr. Glenn did not receive a payout under the 2007 annual bonus plan as a result of not achieving individual or
minimum financial threshold performance factors.

Option Awards. 'The Compensation Committee, awarded Mr. Glenn 50,000 options in 2007 in accordance with the terms
ol his employment agreement and to properly reward his contributions, encourage retention, motivate, increase his stock
ownership and solidify his commitment to the Company and the interest of our stockhoiders.

Perquisites. Mr. Glenn received certain perguisites in 2007. The Company provided Mr, Glenn with an annual automobile
allowance of $6,000. The Company provided company-paid health insurance to Mr. Glenn and his covered dependents, with a
total value of $11,116: however, since the Company typically covers 80% of the premiums for its employees, the incremental
benefit to Mr. Glenn is $2,223. Mr, Glenn received a $500,000 supplemental executive group life policy, valied at $700 per year,
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Compensation of the President and Chief Operating Officer

The overall compensation package of Mr. Thierer, as the COO, is designed to recognize that the COQ shares responsibility
for increasing the value of shareholders’ investments. Moreover, the Company’s focus on equity-based awards aligns the
interests of the COO with the interests of shareholders. The COO’s overall compensation is intended to be directly related to the
Company’s overall performance (40% weight for individual performance and 60% weight for financial performance factors).

Base Salary. Mr. Thierer’s base salary in 2007 was $275,000, per the terms of his Employment Agreement dated
August 28, 2006. In April, 2007 his base pay was increased to $280,000 upon the recommendation of the Compensation
Committee.

Annual Bonus.  Mr, Thierer’s bonus is based substantially on the Company’s achievement of financial performance
factors, relative corporate performance when compared to select competitors, and individual performance. The financial factors
are based upon three sub-sectors with half weighted based on the Company’s performance and half weighted based upon the peer
group’s performance. The targets are weighted and sub weighted in order to properly align performance with rewards.
Mr. Thierer’s target bonus is equal to 80% of his base pay, or $224,000. Mr, Thierer may earn up to 150% of his base pay, based
on achievement of the specified performance objectives, as determined by the Compensation Committee. Mr. Thierer did not
receive a payout under the 2007 annual bonus plan as a result of not achieving individual or minimum financial threshold
performance factors.

Option Awards. The Compensation Committee, at its discretion, awarded Mr. Thierer 150,000 options in 2007 to properly
reward his contributions, encourage retention, motivate, and solidify his commitment to the Company and the interest of our
stockholders. In addition, Mr. Thierer’s award was based upon the Compensation Committee’s desire to increase his stock
ownership to a more appropriate level to further align his interest with those of our stockholders.

Perquisites. Mr. Thierer received certain perquisites in 2007. The Company provided Mr. Thierer with an annual
astomoebile allowance of $6,000. Mr. Thierer received a $500,000 supplemental executive group life policy, valued at $700.

Compensation of the Chief Financial Officer

The overall compensation package of Mr. Park, as the CFO, is designed to recognize that the CFO shares responsibility for
increasing the value of shareholders’ investments. Moreover, the Company’s focus on equity-based awards aligns the interests of
the CFO with the interests of shareholders. The CFQ's overall compensation is intended 1o be directly related to the Company’s
overall performance (40% weight for individual performance and 60% weight for financial performance factors).

Base Salary. Mr. Park’s base salary in 2007 was $250,000, per the terms of his Employment Agreement, and was
increased to $257,000 upon the recommendation of the Compensation Committee.

Annual Bonus. Mr. Park’s bonus is based substantially on the Company’s achievement of financial performance factors,
relative corporate performance when compared to select competitors, and individual performance. The financial factors are
based upon three sub-sectors with half weighted based on the Company’s performance and half weighted based upon the peer
group’s performance. The targets are weighted and sub weighted in order to properly align performance with rewards. Mr. Park’s
target bonus is equal to 50% of his base pay, or $128,500. Mr. Park may earn up to 150% of his base pay, based on achievement of
the specified performance objectives, as determined by the Compensation Commitiee. Mr. Park did not receive a payout under
the 2007 annual bonus plan as a result of not achieving individual or minimum financial threshold performance factors.

Option Awards. The Compensation Commiltee, at its discretion, awarded Mr. Park 40,000 options in 2007 to properly
reward his contributions, encourage retention, motivate, increase his stock ownership and solidify his commitment to the
Company and the interest of our stockholders.

Perquisites. Mr. Park received certain perquisites in 2007. The Company provided Mr. Park with an annual automobile
allowance of $6,000. Additionally, Mr. Park received a $500,000 supplemental executive group life policy, valued at $700.

Compensation of Mr. Romza

The overall compensation package of Mr. Romza, as the Chief Technology Officer and Executive Vice President, Product
Development, is designed to recognize that the Mr. Romza shares responsibility for increasing the value of sharcholders’
investments. Moreover, the Company’s focus on equity-based awards aligns the interests of Mr. Romza with the interests of
sharcholders. Mr. Romza's overall compensation is intended to be directly related to the Company’s overall performance (50%
weight for individual performance and 50% weight for financial performance factors).

Buse Salary, Mr, Romza’s base salary in 2007 was $205,000, per‘the terms of his Employment Agreement. In April, 2007,
his base salary was increased to $2 15,000, upon the recommendation of the Compensation Committee. In June, 2007, Mr. Romza
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was promoted to Executive Vice President. Per the terms of his Employment Agreement dated June 29, 2007, Mr. Romza’s base
salary was increased to $235,000 upon the recommendation of the Compensation Cominittee.

Annual Bonus.  Mr. Romza's bonus is based substantially on the Company’s achievement of financial performance factors
(50%) and individual performance (50%). The financial factors are based upon revenue 1argets (50%) and Adjusted EBITDA
targets (50%). Mr. Romza may earn up to 65% of his base pay, or $152,750, based on achievement of the specified performance
objectives and may receive an additional percentage of his base pay as determined by the Compensation Committee. Mr. Romza
received a payout under the 2007 annual bonus plan of $25,000 as a result of achieving individual or financial threshold
performance factors.

Option Awards. The Compensation Committee, at its discretion, awarded Mr. Romza 20,000 options in May, 2007 to
properly reward his contributions, encourage retention, motivate, increase his stock ownership and solidify his commitment to
the Company and the interest of our stockholders. Under the term of his employment agreement, Mr. Romza was awarded an
additional 10,000 options.

Perquisites. Mr. Romza received certain perquisites in 2007. The Company provided Mr. Romza with an annual
automobile allowance of $6,000. Additionally, Mr. Romza received a $500,000 suppl:mental executive group life policy,
valued at $700.

Compensation of Mr. Bennof

The overall compensation package of Mr. Bennof, as Executive Vice President, Healthcare Information Technology is
cesigned to recognize that Mr. Bennof shares responsibility for increasing the value of shareholders’ investments. Moreover, the
Company’s focus on equity-based awards aligns the interests of Mr. Bennof with the interests of shareholders. Mr. Bennof’s
cverall compensation is intended to be directly related to the Company's overall performance (50% weight for individual
rerformance and 50% weight for financial performance factors).

Base Salary. Mr. Bennof’s base salary in 2007 was $210,000, per the terms of his Employment Agreement. In April,
2007, his base salary was increased to $220,000, upon the recommendation of the Compensation Committee. In June, 2007,
Mr. Bennof was promoted to Executive Vice President. Per the terms of his Employment Agreement dated June 29, 2007,
Mr. Bennof’s base salary was increased to $235,000 upen the recommendation of the Compensation Committee.

Annual Bonus. Mr. Bennofs bonus is based substantially on the Company’s achievement of financial performance factors
(50%) and individual performance (50%). The financial factors are based upon revenue targets (50%) and Adjusted EBITDA
targets (50%). Mr. Bennof may earn up to 65% of his base pay, or $152,750, based on achievement of the specified performance
objectives and may receive an additional percentage of his base pay as determined by the Compensation Committee. Mr. Bennof
received a payout under the 2007 annual bonus plan of $25,000 as a result of achieving individual or financial threshold
performance factors.

Option Awards. The Compensation Committee, at its discretion, awarded Mr. Bennof 25,000 options in May, 2007 to
properly reward his contributions, encourage retention, motivate, increase his stock ownership and solidify his commitment to
the Company and the interest of our stockholders. Under the terms of his employment agreement, Mr. Bennof was awarded an
additional 10,000 options.

Perquisites. Mr. Bennof received certain perquisites in 2007. The Company provided Mr. Bennof with an annual
sutomobile altowance of $6,000. Additionally, Mr. Bennof received a $500,000 supplemental executive group life policy, valued
at $700 and a $35,000 relocation allowance 1o secure a residence in geographical proximity to the Company’s headquarters in
Lisle, [llinois.

COMPENSATION COMMITTEE REPORT

The Compensation Committee of the Board of Directors of the Company oversees the Company’s compensation program
on behalf of the Board. In fulfilling its oversight responsibilities, the Compensation Committee reviewed and discussed with
nanagement the Compensation Discussion and Analysis set forth in this Annual Report on Form 10-K.

In reliance on the review and discussions referred to above, the Compensation Comrnittee recommended to the Board that
the Compensation Discussion and Analysis be included in the Company’s Annual Report on Form 10-K for the fiscal year ended
December 31, 2007,

COMPENSATION COMMITTEE

Terrence Burke
Steve Cosler
Anthony Masso
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2007 Summary Compensation Table

The table below summarizes the total compensation paid or earned by each of the Named Executive Officers (“NEQOs”) for
the fiscal year ended December 31, 2007:

Non-Equity All Other
Option Incentive Plan Compensation
Name and Principal Position Year Salary ($) Awards ($)(1) Compensation ($) ($H2)(3)d) Total (%)
Gordon §. Glenn,. .. ............... 2607 310,000 476,000 — 8,817 794,817
Chairman and Chief Executive Officer
Mark Thierer, .................... 2007 280,000 1,428,000 —_ 11,129 1,719,129
President and Chief Operating Officer
Jeffrey Park, ..................... 2007 257,000 380,800 — 11,805 649,605

Senior Vice President, Finance and
Chief Financial Officer
JohnRomza, .. ..........c.ooivinn 2007 235,000 272,700 25,000 10,771 543,471
Executive Vice President, Research &
Development and Chief Technology
Officer
Mike H.Bennof, .................. 2007 235,000 320,300 25,000 45,217 625,517
Executive Vice President, Healthcare
Information Technology

(1) The amounts are valued based on the fair valuc recognized for financial statement reporting purposes during 2007 for grants
made in 2007 and prior years pursuant to SFAS 123R, except that, in accordance with rules of the SEC, any estimate for
forfeitures is excluded from, and does not reduce, such amounts. See Note 8 to the Consolidated Financial Statements for the
year ended December 31, 2007 in Item 8 of this Annual Report on Form 10-K for more information on the relevant
assumptions used in calculating these amounts pursuant to SFAS 123R.

{2) Other compensation primarily consists of the vehicle allowance of $6,000, 401(k) match, and supplemental life insurance
policy valued at $700 per year provided to the respective NEQOs.

(3) The Company provided Mr. Bennof with a relocation allowance of $35,000 for the purpose of securing a residence in
geographical proximity to the Company’s headquarters in Lisle, Illinois. This allowance was paid directly to Mr. Bennof and
was reported as taxable income to Mr. Bennof.

(4) The Company provided Mr. Glenn with company paid health and dental insurance for himself and selected covered
dependents, above the amount typically covered by the Company, incrementally valued at $2,223.

Employment Agreements

The Company enters into employment agreements with executives to attract , retain and motivate superior employees for
key positions. The terms of the employment agreements are based upon our analysis , competitive compensation practices and
our ability to attract these individuals.

The Company has entered into employment agreements with each of the NEOQs (Mr. Glenn, Mr. Thierer, Mr. Park,
Mr. Romza and Mr. Bennof). The employment agreements provide for a certain level of severance payments under various
scenarios, including termination by the Company without cause, resignation by the NEO for good reason, and change in control,
In return, each executive agrees to certain provisions, including non-competition and non-solicitation of customers or employees
for a specified period of time post-employment. The Company believes that these employment agreements serve to document a
clear understanding between the Company and the NEO regarding the terms and conditions of the Executive’s employment with
the Company, as well as the rights and obligations of each party if the employment relationship ends for any reason. The
employment agreements provide additional protection to the NEOs in the event of a change in control, including vesting of
options and additional severance benefits. By providing such protection to the NEQs, the Company believes it will enable these
executives to focus on their duties without distraction in the face of a possible or an actuat change in control, and will ensure that
our senior executives are motivated to negotiate the best merger or acquisition consideration for the Company’s shareholders.

In 2007, the entire company, including the executives had the employment agreements reviewed and revised to reflect the
Company’s desire to ensure adequate non-competes were in place and appropriate severance and change in control provisions
were adequate retention tools, and supported the current changes to deferred compensation requirements,
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Employment Agreement of the Chief Executive Officer

The Company entered into an employment agreement with Gordon S. Glenn, Chairman and Chief Executive Officer,
effective as of April 3, 2007 (the “Glenn Employment Agreement”). The initial term of the Glenn Employment Agreement ends
Diecember 31, 2008 with an automatic renewal for successive one year periods unless otherwise terminated. The Glenn
Employment Agreement currently provides for an annual base salary of $300,000 (subject to annual review), and for the
payment of an annual performance bonus targeted at 80% of such base salary. Mr. Glenn’s base salary was increased to $310,000
during 2007, upon the recommendation of the Compensation Committee. Additionally, the Glenn Employment Agreement
provides for a grant of 50,000 options in March, 2007, and for all options held on the effective date of the agreement to vest on the
earlier of January 1, 2008, or the termination of the employment period due to the Executive’s resignation or a termination by the
Company for any reasen. The Glenn Employment Agreement further provides for a monihly car allowance, life insurance and
standard health and dental insurance benefits. The Glenn Employment Agreement provides that Mr. Glenn will be entitled to
rsceive a payment for, upon termination by reason of death or disability for incentive coinpensation bonus, if any, prorated to
Mr, Glenn’s date of termination. The Glenn Employment Agreement also provides that Mr. Glenn will be entitled to the greater
of: (i) two years base salary, a pro rated payment of his incentive compensation bonus, plus payment of health insurance
premiums in the event of termination without cause, resignation for good reason or dissolution of the Company, or (ii) two times
the sum of his base salary and two times the average of his last two incentive compensation bonuses, a pro rated payment of his
incentive compensation bonus, plus payment of health insurance premiums in the event of a Change in Control of the Company
{as such term is defined on the employment agreement). The Glenn Employment Agreement specities certain post-employment
obligations, including (i) non-disclosure of the Company’s trade secrets, confidential and proprietary information at any time;
(1) non-solicitation of the Company's employees for a period of 12 months following the sermination of employment; (iii) non-
salicitation of the Company’s customers for a period of 24 menths following the termination of employment; and (iv) non-
competition for a period of 24 months following the termination of employment.

The Company reviews the executive agreements on an adhoc basis, and in March 2008, the Compensation Committee
racommended a new employment agreement that was approved by the Board of Directors for Mr, Glenn. Mr. Glenn's agreement
vas extended for an additional year and the options which had been scheduled to vest on January |, 2008 had been
correspondingly deferred until January 2009. In addition, the termination payments were adjusted to accommodate the target
tonus amounts to reflect that the payments for 2007 had been adjusted. The terms of the new agreement are substantially similar
1 the Glenn Employment Agreement discussed above with the exception of the following changes: (1) the initial term of the new
agreement will expire on December 31, 2009, (2) annual base salary of $310,000, {3} all options held on the effective date of the
agreement to vest on the earlier of January 1, 2009 or the termination of the employment period by the Company for any reason,
(1) severance benefit for Termination Without Cause or Resignation for Good Reason of (i) Mr. Glenn’s incentive compensation
tonus, if any, prorated to Mr. Glenn's date of termination, (ii) a payment equal to two times Mr. Glenn’s annual base salary at the
time of termination plus one times the average incentive compensation payments over the previous two years, and (iif) payment
of health insurance premiums for Mr. Glenn and his dependents untii Mr. Glenn is eligible for Medicarc benefits; and
(5) severance benefit for a termination arising out of a Change in Control of the Company will include (i) Mr. Glenn’s incentive
compensation bonus, if any, prorated to Mr. Glenn’s date of termination, (ii} two times the sum of his base salary at the time of
tzrmination, {(iii) two times the greater of (A) the average of his last two incentive compensation bonuses, or (B) 80% of the
average of the previous two year's base salary, and (iv) payment of health insurance premiums for Mr. Glenn and his dependents
wntil Mr. Glenn is eligible for Medicare benefits. The employment agreement further provides that if severance benefits payable
after a change in control would be subject to the excise tax imposed by Section 280G and Section 4999 of the Internal Revenue
Code, then Mr. Glenn will be entitled to receive an additional cash payment in an amount necessary to pay such taxes.

Employment Agreement of the President and Chief Operating Officer

The Company entered into an employment agreement with Mark Thierer, President und Chief Operating Officer, effective
September 2006 (the “Thierer Employment Agreement™). The initial term of the Thierer Employment Agreement ends
December 31, 2008 and will be automatically extended for successive two (2) year calendar periods unless otherwise cancelled.
The Thierer Employment Agreement currently provides for an annual base salary of $280,000 (subject to annual review) and the
payment of an annual performance bonus in an amount equal to a target bonus of 80% of such base salary subject to the
fulfillment of certain pre-determined performance objectives. Mr. Thierer’s base salary was increased to $280,000 during 2007,
upon the recommendation of the Compensation Committee. In addition, the Thierer Employment Agreement provided for an
initial grant of 250,000 options. 100,000 of these options are “guaranteed” options which will vest according to a prescribed
schedule and 150,000 options will become fully vested upon fulfillment of certain predetermined performance objectives, as
determined by the Compensation Committee. The Thierer Employment Agreement further provides for a monthly car
allowance, life insurance benefits, retirement plan participation (including company matching of employee contributions)
and standard health and dental insurance benefits. The Thierer Employment Agreement provides that Mr. Thierer will be entitled
to receive a payment upon termination by reason of death or disability of Mr. Thierer’s incentive compensation bonus, if any,
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prorated to Mr. Thierer’s date of termination, Under the Thierer Employment Agreement, upon termination by the Company
without cause or his resignation for good reason, Mr. Thierer is entitled to receive his accrued base salary plus a lump-sum
payment equal to two times his annual base salary, and a pro rated payment of his incentive compensation bonus, if any.
Additionally, the “guaranteed” options would vest on an accelerated schedule. On termination arising out of a change in control
(as such term is defined in the agreement), Mr. Thierer is entitled to receive his accrued base salary, plus a lump-sum payment
equal to two times his annual base salary and two times the average of his last two incentive compensation bonuses, and a pro
rated payment of his incentive compensation bonus, if any. In addition, all of the unvested guaranteed options would vest
immediately. The Thierer Employment Agreement specifies certain post-employment obligations, including (i) non-disclosure
of the Company’s trade secrets, confidential and proprietary information at any time; (ii) non-solicitation of the Company’s
employees for a period of 12 months following the termination of employment; (iii) non-solicitation of the Company's
customers for a period of 24 months following the termination of employment; and (iv) non-competition for a period of
24 months following the termination of employment.

The Company reviews the executive agreements on an adhoc basis, and in March 2008, the Compensation Committee
recommended a new employment agreement that was approved by the Board of Directors for Mr. Thierer. Mr. Thierer’s
agreement was extended for an additional year and the termination payments were adjusted to accommodate (he target bonus
amounts to reflect that the payments made for 2007 had been adjusted. The terms of the new agreement are substantially similar
to the Thierer Employment Agreement discussed above with the exception of the following changes: (1) the initial term of the
new agreement will expire on January 1, 2009; (2) severance benefit for termination without cause or resignation for good reason
of (i) Mr. Thierer’s incentive compensation bonus, if any, prorated to Mr, Thierer’s date of termination, (ii) two times the sum of
his base salary at the time of termination plus one times the average of his last two incentive compensation bonuses,
(iii) Mr. Thierer and his covered dependents will receive health coverage for a period of eighteen months at the expense of the
Company, and (iv) in the event of Mr. Thierer’s termination is on or before December 31, 2008, he would also receive 80% of the
average of the previous two year’s base salary; and (3) severance benefit for a termination arising out of a change in control of the
Company will recetve (i) Mr. Thierer’s incentive compensation bonus, if any, prorated to Mr. Thierer’s date of termination,
(i) two times the sum of his base salary at the time of termination plus two times the greater of (A) the average of his last two
incentive compensation bonuses, or (B) 80% of the average of the previous two year’s base salary, and (iii) health coverage for
Mr. Thierer and his covered dependents for a period of eighteen months. The employment agreement further provides that if
severance benefits payable after a change of control would be subject to the excise tax imposed by Section 280G and
Section 4999 of the Internal Revenue Cade, then Mr. Thierer will be entitled to receive an additional cash payment in an amount
necessary to pay such taxes.

Employment Agreement of the Chief Financial Officer

The Company has also entered inte an employment agreement with Jeffrey Park, Senior Vice-President, Finance, Chief
Financial Officer and Corporate Secretary, effective October, 2007 (the “Park Employment Agreement”). The initial term of the
Park Employment Agreement ends December 31, 2008 and will be automatically extended for successive one (1) year calendar
perieds unless otherwise cancelled. The Park Employment Agreement currently provides for an annual base satary of $257,000
(subject to annual review) and the payment of an annual performance bonus in an amount equal to a target bonus of 50% of such
base salary subject to the fulfillment of certain pre-determined performance objectives. The Park Employment Agreement
further provides for a monthly car atlowance, life insurance benefits, retirement plan participation (including company matching
of employee contributions) and standard health and dental insurance benefits. Under the Park Employment Agreement, on
termination by the Company without cause, Mr. Park is entitled to receive a severance payment equal to his then-current annual
salary, paid in 24 semi-monthly payments, and a pre rated payment of his incentive compensation bonus, if any. On termination
arising out of a change of control (as such term is defined in the agreement), Mr. Park is entitled to receive a lump-sum payment
equal to one and one-half times his annual salary plus the average of the previous two incentive compensation payments, and a
pro rated payment of his incentive compensation bonus, if any. The Park Employment Agreement specifies certain post-
employment obligations, including (i) non-disclosure of the Company’s trade secrets, confidential and proprietary information at
any time; (ii) non-solicitation of the Company’s employees for a period of 24 months following the termination of employment;
(iii) non-sclicitation of the Company’s customers for a period of 24 months following the termination of employment; and
{(iv) non-competition for a period of 24 months following the termination of employment.

Employment Agreement of Other Named Executives

Mr. Romza

The Company has also entered into an employment agreement with John Romza, Chief Technology Officer and Executive
Vice President, Product Development,, effective as of June 29, 2007 (the Romza Employment Agreement”). The initial term of
the Romza Employment Agreement ends Decemnber 31, 2007 with an automatic renewal for successive one year periods unless
otherwise terminated. The Romza Employment Agreement currently provides for an annual base salary of $235,000 (subject to
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annual review), and for the payment of an annual performance bonus targeted at 65% of such base salary. Additionally, the
Romza Employment Agreement provides for a grant of 10,000 options. The Romza Employment Agreement further provides for
a monthly car allowance, life insurance and standard bealth and dental insurance benefits. Under the Romza Employment
Agreement, on termination by the Company without cause, Mr. Romza is entitled to receive: his accrued base salary, a pro rated
payment of his incentive compensation bonus, if any, and a severance payment equal to his then-current base salary, paid in 24
semi-monthly payments. On termination arising out of a change of control (as such term is defined in the agreement), Mr. Romza
is entitled to receive his accrued base salary, a pro rated payment of his incentive compensation bonus, if any , plus a lump-sum
payment equal to (i) two times his annuval base salary and (ii) the average of his last two incentive compensation bonuses, and
immediate vesting of ail unvested options. The Romza Employment Agreement specifies certain post-employment obligations,
inzluding (i) non-disclosure of the Company's trade secrets, confidential and proprietary information at any time; (ii} non-
sclicitation of the Company’s employees for a period of 24 months following the termination of employment; and (iii) non-
solicitation of the Company’s customers for a period of 24 months following the termination of employment.

My, Bennof

The Company has also entered into an employment agreement with Michael H. Bennof, Executive Vice-President, and
Healtheare Technology Solutions, effective as of June 29, 2007 (the Bennof Employment Agreement”). The initial term of the
Bznnof Employment Agreement ends December 31, 2007 with an automatic renewal for successive one year periods unless
otherwise terminated. The Bennof Employment Agreement currently provides for an annual base salary of $235,000 (subject to
annual review), and for the payment of an annual performance bonus targeted at 65% of such base salary. Additionally, the
Bennof Employment Agreement provides for a grant of 35,000 options. The Bennof Emnloyment Agreement further prevides
for a monthly car allowance, life insurance and standard health and dental insurance benefits. Under the Bennof Employment
Agreement, on termination by the Company without cause, Mr. Bennof is entitled to receive his accrued base salary , a severance
payment equal to his then-current base salary, paid in 24 semi-monthly payments, and a pro rated payment of his incentive
compensation bonus, if any. On termination arising out of a change of control (as such term is defined in the agreement),
Mr. Bennof is entitled to receive his accrued base salary, plus a lump-sum payment equal to (i) two times his annual base salary
and (ii} the average of his last two incentive compensation bonuses, plus a pre rated payment of his incentive compensation
bonus, if any, and immediate vesting of all unvested options. The Bennof Employment Agreement specifies certain post-
employment obligations, including (i) non-disclosure of the Company's trade secrets, confidential and proprietary information at
any time; (ii) non-solicitation of the Company’s employees for a period of 24 months following the termination of employment;
and (iii} non-solicitation of the Company’s customers for a period of 24 months following the termination of employment,
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Potential Payments upon Termination or Change in Control

The estimated payments to each Named Executive Officer triggered in the event of an involuntary termination without

cause, retirement, death, disability, involuntary termination with cause and voluntary termination, as well as in the event of a
change in control of the Company with and without a termination of employment on December 31, 2007, are as follows:

Summary of Potential Payments upon Termination (Fiscal Year 2007)

Equity Awards

Name Termination Scenario Stock Options ($) Severance Pay ($) Other ($) Total ($)

Gordon S, Glenn{l) Termination for Cause 3,398 — 108,000 111,398
Resignation, Death, or Total Disability 3,398 _ 108,000 111,398
Termination without Cause 3,398 620,000 108,000 731,398
Resignation for Good Reason 3,398 620,000 108,000 731,398
Termination following Change in 3,398 1,735,000 108,000 1,846,398
Control

Mark Thierer{2) Termination for Cause — — —_ —
Resignation, Death, or Total Disability — — _ —_
Termination without Cause — 560,000 —_ 560,000
Resignation for Good Reason —_ 560,000 — 560,000
Termination following Change in — 660,000 —_ 660,000
Control

Jeffrey Park(3) Termination for Cause — — - —
Resignation, Death, or Total Disability —_ — —_ —_
Termination without Cause 53,012 257,000 — 310,012
Resignation for Good Reason —_ — — —
Termination following Change in 53,012 500,500 — 553,512
Control

John Romza(4) Termination for Cause — — - —
Resignation, Death, or Total Disability — — — —_
Termination witheut Cause — 235,000 — 235,000
Resignation for Good Reason — — — —
Termination following Change in 1,699 592,500 — 594,199
Control

Mike H. Bennof(4) Termination for Cause —_ — . —

H

@

&)

4)

Resignation, Death, or Total Disability — — — —
Termination without Cause — 235,000 — 235,000

Resignation for Good Reason — — — —
Termination following Change in 1,699 603,500 — 605,199
Control

In the event of all termination scenarios presented, all unvested stock options become exercisable. Amounts stated represent
the intrinsic value of in-the-money unvested options at December 31, 2007 that would have become exercisable upon the
termination event. This amount is calculated using the closing market price of the stock on that date. The “Other’” amount
represents health coverage premiums to be paid by the Company on behalf of Mr. Glenn beginning upon termination and
through the age of 65, which at December 31, 2007 represents six years of payments.

In the event of a Change in Control, all unvested stock options become exercisable. In the event of Resignation for Good
Cause and Termination without Cause on or after December 31, 2007, all unvested options become exercisable. At
December 31, 2007, the intrinsic value of all unvested options is nil as the options are out-of-the-money, as calculated using
the closing market price of the stock on that date.

In the event of a Change in Control all unvested options become exercisable. In the event of Termination without Cause all
unvested options that would otherwise vest within the twelve month period commencing on the effective date of termination,
will become exercisable. Amounts stated represent the intrinsic value of in-the-money unvested options at December 31,
2007 that would have become exercisable, as calculated using the closing market price of the stock on that date.

In the event of a Change in Control all unvested options become exercisable. Amounts stated represent the intrinsic value of
in-the-money unvested options at December 31, 2007 that would have become exercisable, as calculated using the closing
market price of the stock on that date.

Effective March 2008, Mr. Glenn entered into a new employment agreement with the Company. The terms pursuant to the

new agreement will have the following changes to his estimated payments: in the event of termination withoul cause or
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resiznation for good reason, Mr. Glenn will receive $1,735,000; in the event of termination following a change in control of the
Company, Mr, Glenn will receive $1,735,000.

Effective March 2008, Mr. Thierer entered into a new employment agreement. The terms pursuant to the new agreement
will have the following changes to his estimated payments: in the event of termination without cause or resignation for good
reason, Mr. Thierer will receive $685,578; in the event Mr. Thierer’s termination is on or before December 31, 2008, he will
receive $909,578: in the event of termination following a change in control of the Company, Mr. Thierer will receive $809,578.

Under the employment agreements, a change in control is generally defined 1o include the acquisitions by someone other
thar: the Company of more than 50% of the voting power of the outstanding shares, when the surviving entity of a merger
maintains a substantial amount of the voting power or the disposition of all or substantially all of the Company’s assets. Under the
employment agreements, a termination arising out of a change in control is generally defined as the resignation of the executive,
termination by the Company for cause, or a termination by the Company without cause within 12 months of a change in control.

Under the employment agreements, a resignation for good reasou is generally defined as a voluntary termination within
60 dlays after the Company’s breach of the employment agreement, the Executive is assigned duties that are inconsistent with his
or ker position or significantly diminish their responsibilities or the relocation of the executive.

Annual Base Pay and Accrued Vacation

Upon termination for any reason, the NEOs listed above are entitled to receive their annual base compensation and accrued
but unused vacation time through the termination date.

Incentive Compensation

Upon termination for reasons other than cause the new employment agreement provides for prorated bonus for change in
conirol termination, Mr. Glenn would be entitled to receive a pro rata amount of the annual bonus he would have received if he
remained employed throughout the calendar year. Mr. Glenn is not entitled to receive any portion of his annual bonus if he is
terminated for cause.

Upon termination without cause, termination due to death or disability resignation for good reason, or termination arising
out of a change in control, Mr. Thierer shall receive a pro rata amount of the annual bonus that he would have received if he
remained employed throughout the calendar year. Mr. Thierer is not entitled to receive any portion of his annual bonus if his
employment terminates during the calendar year for any other reason.

Upon termination of Messrs. Park, Romza, or Bennof during the calendar year due to a termination without cause or a rising
out of a change in control, each shall receive & pro rata amount of the annual bonus if they remained employed throughout the
calendar year. If Messrs. Park, Romza, or Bennof’s employment terminates during the calendar year for any other reason, then no
annual bonus shall be paid for that calendar year.
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2007 Grants of Plan-Based Awards Table

The following table sets forth information concerning grants under the Company’s Annual Bonus Plan and Stock Option
Plan to the NEOs during the fiscal year ended December 31, 2007:

Al Other
Option
Awards:
Sy fmey Bed cupe
Estimated Possible Payouts Unde o o
I ey S R e
Name Type of Award Grant Date Approved  Threshold (§) Target(§) Madmum(§) () (Shr)  ($Sh)E)  Awardui$)3)
Gordon 8. Glenn.. . . . . Annual bonus plan — 248,000 620,000
Stock option plan  05/16/2007 03/02/2007 50,000 (3) 23.58 2358 320,901
Mark Thierer . ... ... Annual bonus plan — 224,000 420,000
Stock option plan  03/16/2007 Q340272007 150,000 {4) 23.58 2358 953453
Jeffrey Park . ....... Annual bonus plan — 128,500 385,500
Stock option plan  05/16/2007 03/02/2007 40,000 (5) 23.58 23.58 372,351
John Romza . . ...... Annual bonus plan — 117,500 235,000
Stock option plan  05/16/2007 03/02/2007 20,000 23.58 23.58 124,695
08/05/2007 06/12/2007 10,000 (6) 18.11 1849
Mike H. Bennof . . ... Annual boaus plan — 117,500 235,000
Stock option plan  05/16/2007 (3/02/2007 25,000 2358 2358 121426
09/05/2007 06/12/2007 10,000 (7) 18.11 1849

(1) The stock options reported in this column are nonqualified stock options granted under the Amended and Restated Stock
Option Plan. The options vest in one-fourth increments annually on the anniversary of the grant date, becoming fully vested
four years after the grant date. The options expire five years from the grant date.

(2) The amounts shown represent the estimated fair value of the stock options on the grant date as determined in accordance with
SFAS 123R. The Company uses the Black-Scheles-Merton option-pricing model in estimating the fair value of stock
options. For additional information on the valuation assumptions, refer to Note 7 of Item 8 to this Annual Report on
Form 10-K. These amounts reflect grant date fair value of the award and do not correspond to the actual value that will be
recognized by the NEOs.

(3) These options were granted pursuant to Mr. Glenn’s employment agreement.

(4) These options were granted pursuant to the Company’s equity award program.
{5) These options were granted pursuant to the Company’s equity award program.
(6) These options were granted pursuant to Mr. Romza’s employment agreement.
(7) These options were granted pursuant to Mr. Bennof’s employment agreement.

(8) Asdefined by the plan, the exercise price is determined using the closing market price on the trading day immediately prior
to grant date. In the event the options are granted after the market closes on the date of grant, the exercise price and grant date
closing price could be the same.
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2007 Outstanding Equity Awards at Fiscal Year-End Table

The following table sets forth information on the current holdings of stock options by the NEOs at December 31, 2007:

Outstanding Equity Awards at Fiscal Year-End
Option Awards

Number of Securities
Underlying Unexercised Number of Securities Option Option
Options Underlying Unexercised Exercise Expiration
&E (#) Exercisable Options (#) Unxercisable Price ($)(1) Date
Gordon S.Glenn .. .................. 25,000 — C3% 6.60 2)
100,000 — C$ 6.60 2)
40,000 — C$ 1.56 3)
66,250 — C$ 3.08 ()]
81,250 —_ C$ 7.32 5)
33,334 - C$ 252 12/31/2008
33,334 16,666 C$14.36 ®)
— 50,000 USD23.58  5/16/2012(10)
Total .. .. it e 379,168 66,666
Mark Thierer ... ................... 5,000 — C310.80 12/31/2011
109,334 54,666 C$%15.63 (7N
21,500 64,500 C815.63 (8)
— 150,000 USD23.58  5/16/2012(10)
Total . ... e 135,834 269,166
Joeffrey Park .. ... ... ... ... ..... .. .. 108,334 54,166 C$13.60 %)
— 40,000 USD23.58  5/16/2012(10)
Total ....... ... .. i 108,334 94,166
JohnRomza ....................... 6,250 —_ C$ 3.20 12/31/2008
6,250 — C$ 1.40 12/31/2008
25,000 — C$ 7.32 5
20,000 — C3$ 1.56 €)]
33,750 — C$ 3.08 (€))]
33,750 — C$ 6.60 2)
16,667 8,333 C$14.36 (6)
— 20,000 USD23.58  5/16/2012(10)
— 10,000 USDI18.11 9/572012(10)
Total ..o vur e 141,667 38,333
Mike H. Bennof . . . . ... ... .. ... .. ... 8,334 —_ C$ 2.52 12/31/2008
16,667 — CH 1.56 (3)
25,000 — C$ 7132 {5)
25,000 _ C$ 6.60 {2)
27,000 -— C5 3.08 ()]
16,667 8,333 C3514.36 (6)
— 25,000 USD23.58  5/16/2012(10)
— 10,000 USDI18.11 9/5/2012(10)
Total . ... 118,668 43,333

(1) The Company's stock option plan allows for grants to be made in both Canadian and UL.S, dollars. Prior to May, 2007, stock
options were granted in Canadian dollars, with subsequent grants in U.S. dollars.

¢2) This option was granted on March 4, 2005 and, pursuant to the terms of the option grant, this option vested in one-third
increments on each of December 31, 2005, 2006, and 2007. Each vested increment expires five years from the respective
vest date.

(3) This option was granted on March 8, 2002 and, pursuant to the terms of the option grant, this option vested in one-third
increments on each of December 31, 2002, 2003 and 2004, Each vested increment expires five years from the respective
vest date.
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(4) This option was granted on March 11, 2003 and, pursuant to the terms of the option grant, this option vested in one-third
increments on each of December 31, 2003, 2004, and 2005. Each vested increment expires five years from the respective
vest date.

(5} This option was granted on March 19, 2004 and, pursuant to the terms of the option grant, this option vested in one-third
increments on each of December 31, 2004, 2005, and 2006. Each vested increment expires five years from the respective
vest date.

(6) This option was granted on March 8, 2006 and, pursuant to the terms of the option grant, this option vested or will vest, as
the case may be, in one-third increments on each of December 31, 2006, 2007, and 2008. Each vested increment expires
five years from the respective vest date.

(7) This option was granted on August 28, 2006 and, pursuant to the terms of the option grant, this option vested or will vest, as
the case may be, in one-third increments on each of December 31, 2006, 2007, and 2008. Each vested increment expires
five years from the respective vest date.

(8) This option was granted on August 28, 2006 and, pursuant to the terms of the option grant, this option vested or will vest, as
the case may be, in one-fourth increments on each grant date anntversary in 2007, 2008, 2009, and 2010. Each vested
increment expires five years from the vest date.

(9) This option was granted on February 17, 2006 and, pursuant to the terms of the option grant, this option vested or will vest,
as the case may be, in one-third increments on each of December 31, 2006, 2007, and 2008. Each vested increment expires
five years from the respective vest date.

(10) This option will vest in one-fourth increments on each grant date anniversary.

2007 Option Exercises

The following table sets forth the stock options exercised by each NEO during the fiscal year ended December 31, 2007:

Option Awards
Number of
Shares Value

Acquired on Realized on
Name Exercise (#) Exercise ($)
Gordon 8. Glenn . . . ... o e e e e 61,667 588,948
Mark Thierer . ... .. e e e — —
Jeffrey Park . ... . L e e — —
John Romza . . . ..o e e e 22,500 231,659
Mike H. Bennof . ... ... . . . e e 18,750 176,192

Compensation of Directors

In April 2007, the Company’s management conducted a competitive analysis of board compensation. Director compen-
sation data was collected on each member of the peer group identified in the Compensation Discussion and Analysis section of
this Annual Report. Based on the results of that analysis, the Compensation Committee recommended a new Director
compensation package, which was approved by the Board of Directors on November 7, 2007 with an effective date of July 1,
2007. In reviewing the Company’s director compensation arrangements, management considered, in particular, a sub-set of
companies in the lower quartile of the peer group because revenue and number of employees of such companies were
comparable to the Company’s size.

In accordance with the new Director compensation package, each non-management director receives an annual retainer of
$25,000, a fee of $1,400 for each in-person meeting of the Board of Directors, $500 to $700 for in-petson commitiee meetings,
and $375 for all meetings held telephonically. Directors will also be reimbursed for travel expenses incurred in connection with
their respective attendances. In addition, each non-management director receives an annual grant of 5,000 stock options, which
typically vest in one-fourth increments on each grant date anniversary and expire five years from grant date. Directors who are
also members of management do not receive director’s fees.
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The following table sets forth the compensation paid to the directors of the Company during the fiscal year ended
December 31, 2007:

Fees Earned or

Paid in Option
E@ Cash ($) Awards (§}(1) Total (§)
Torrence C. Burke .. ... i e e e 36,225 52,425 88,650
Steven D, Cosler. . . oot e e i i e 19,800 54,600 74,400
William J. Davis(2). . .. oo e e 34,350 40,209 74,559
Anthony RO MAaSSO ... v oo e e 14,275 30,600 44 875
Pailip R.Reddon . ... ..ot e 37,440 — 37,440
James AL RYAN . . . Lot e et 27,625 — 27,625

Curtis T THOME . 40 vt e it ettt e e 15,400 30,600 46,000

(1)